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ABSTRACT 
The philosophy behind economic planning underlines the 
fact thai marke^ls and price system alone cannot ensure the 
welfare of the citizens of a state, while individuals are the best 
judge of what is good for them, the sum total of such judgment 
need not be the best option for the society as a whole. Moreover 
areas like infrastructure require larger investments without 
immediate tangible returns and therefore do not attract private 
investment. Finally Government provides for some goods sucli 
as the quality of environment and national defence, which can 
be enjoyed by one person without depriving others of similar 
enjoyment. Private Sector will not invest in public goods as 
there are no direct returns, all these factors justify Governments 
intervention in the economy though the degree of intervention is 
a matter of political ideology. The hindrances in the wa\ ol 
development of those countries which are poor is quite difficuli 
to o\ crcomc. unless there is stale intervention and through a 
process of systematic planning because steps have to be taken to 
raise ihc economx from the stagnant condition which is due to 
scare capital, abundant labour and low productivity per worker. 
The Goxernmeni is expected to take steps to raise the econoni) 
from stagnant condition by playing the role of entrepreneur and 
break the vicious circle of povert) and for this mobilization ol 
resources is required which is the most important task before the 
Government. 
Mobilization of resources is a dynamic concept and as the 
economic activities multiply its prospects become brighter, the 
potential resources become actual and is concerned with the 
creation of additional savings in the economy and directing 
them towards those form of savings which is desirable and then 
promoting the non-speculative and productive investment and 
for this the state has to play a dominant role because it is 
considered as a pious duty of the state to develop their 
economy and change the deplorable economic conditions of the 
people. 
The expanding size of India's successive five \ear plans 
has greatly increased the importance and task of the resource 
mobilization because the mobilization of resources for securing 
an adequate rate of growth is the crux of the problem oi' 
planning in a developing economy. Any plan irrespectixe of iis 
size can be implemented only when its scheme of financing is so 
devised that sufficient financial resources become a\ailable 
easily and for this the Government has to stretch to the utmost 
for squeezing the financial resources from every nook and 
corner and even from foreign countries. 
1.5 Hypothesis 
The study is based on the following hypothesis: Inadequate 
financing is the major constraint in achieving the objectives of Five Year 
Plans. 
1.6 Object ives of the Study 
To test the said hypothesis the main objectives of the study are as 
follows: 
1. To examine the pattern of financing of the Five Year Plans. 
2. To analyse the constraints associated with the raising of adequate 
resources for achievement of the objectives of the Plans. 
1.7 Data Base and Methodology 
Our study is based exclusively on secondary data which are 
published mainly by the Ministry of Finance, Government of India, other 
departments/offices of the Government of India and Reserve Bank of 
India. Thus, most of the relevant data have been taken from various 
issues of Indian Public Finance Statistics, Economic Survey and the 
various Five Year Plan Documents. The methodology used is simple, 
analytical and does not go beyond calculation of percentages and 
arithmetical averages and to know the level of Consistency in the 
behaviors of leading economic indicator / parameters, standard deviations 
and coefficient of variation have been calculated. 
Outline of the Chapters 
The Present research work is divided in Seven chapters. 
The First chapter primarily deals with a brief introduction on 
planning and its general significance. It also includes the 
relevance of the theme in the context of India 's financial 
structure. Apart from these Objectives, Hypothesis, Data Base 
and Methodology have been taken into account as well as the 
chapter scheme. 
The Second Chapter covers the background of the 
theoretical frame work followed by the general constraints in 
the raising of adequate resources from expected sources. This 
chapter also includes the relative merits and demerits of each 
source and the comparison between the plan and non-plan 
expenditure. 
The fhird Chapter of the present work reviews the plan b\ 
plan financing since the First Five Year Plan and its impact in 
the context of Indian economy and also includes the optimum 
combination of sources of finance for economic development. 
The Fourth Chapter is related with the Ninth Five Year 
Plan and the Changing Scenario. In this Chapter we underline 
the objectives and strateg) of the Ninth Five Year IMan. ihis 
chapter also concentrates on the impact of the new economic 
policies, since its inception, on economic development in the 
context of major dimensions of the slate policy. 
The Fifth Chapter of the research work presents a re\ icw 
of the Mid-Term Appraisal of the Ninth Five Year Plan and the 
constraints associated with choice of the optimum combination 
of the sources of finance. 
The Sixth Chapter of the proposed research work will 
review the general the General 'impact of the pattern of tlu' 
burden of economic development on different classes of pcopk 
and the econom\ as a whole. 
Chapter Seventh presents Summary, Conclusions and 
Recommendations having policy implications 
SUMMARY AND CONCLUSIONS 
Failure of the market-based economy in ensuring the 
welfare of the society has led to the adoption of economic 
planning in most of the developing countries of the world. 
I h e financing of economic plans comprises of (wo 
important tasks i.e. 
i. Planning for the sources of finance 
ii. Planning for expenditure on different heads. 
Since the volume of expenditure on different heads is dependent 
on the availability of resources the planning for the financing of 
plan has emerged as the most important aspect of planning 
process. Therefore the management of financial resources 
occupies an important place in the scheme of financing of fi\c 
year plans. 
The major sources of finance used by the Government of India 
are broadly classified under three heads. 
1) Domestic budgetary resources of which 
a) Balance from current revenues 
b) Contribution from public sector units 
c) Internal private savings through market borrowing. Small 
savings, provident fund etc. 
ii). Additional resources in the form of additional taxes and 
additional funds from Government undertakings 
2. If necessary Government uses deficit financing and 
3. Hxternal Assistance of which 
a) Loans and grants from foreign countries b) Loans from 
international Institutions 
Ihe total budgetary resources including deficit -financing have 
supplemented nearly 90.0 percent of the total financial 
requirement of the plan outlay therefore the contribution made 
b\ external sources has been 10 percent on an average except 
during the two plans i.e. in the Second Five Year Plan and the 
Third Five Year Plan, when the financial aid provided by the 
external source was 22.5 percent, and 28.3 percent respectively. 
A General review of plan situation is being presented in the 
third chapter and it is concluded that there has been a wide gap 
between estimated financial resources and its realization and the 
dependence on the capital receipt has increased. Due to this 
fact, the problem of mobilization of financial resources and its 
pattern became an integral part of plan implementation. There 
are a number of sources of financing the plan in which only a 
few are important in deciding the total resources mobilization 
for the economy. 
The aggregated financial resources from the different sources 
are used to finance the public expenditure which is broadl} 
classified into 
i) Plan expenditure ii) Non-Plan expenditure 
The Fourth Chapter of the present study concentrates on the 
evaluation of the Ninth Five Year Plan in the light of the 
slraicgv. objeciixes and impact of the new economic policies in 
the context of major dimensions of slate policy. 
fhe four idenlil'ied major dimensions of slate polic_\ arc i) 
Quality of life ii) i^roductive employment iii) Reducing regional 
imbalances and iv) Self-reliance 
Regarding ihe impact of the new economic policy in the 
context of major dimensions of state policy it has produced 
mixed results, on the one hand there has been some 
improvement in the quality of life of the Indian people. On the 
other hand the goal of productive employment generation and 
reduction in regional imbalances have not been satisfactorily 
realized, while liie objective of self-reliance have remained 
more or less unfulfilled. 
The Fifih chapter of the present study examines the Mid-
Term Appraisal of the Ninth Five Year Plan and the constraints 
associated with the choice of optimum combination of sources 
of finance, fhe Mid-Term appraisal of the Ninth Five Year Plan 
revealed a realization of 6.1 percent of GDP growth rate during 
1997-2000 against the targeted growth rate of 6.5 percent. 1 here 
was a significant shortages in growth performance in 
agriculture, mining, quarrying and manufacturing. 
The sixth chapter includes the impact of the pattern of 
burden of development on different classes of people and the 
economy as a whole. In India though the beneficiaries aic ihc 
members of well-off societies the burden of the plan is borne b\ 
the least affluent societies. To promote exports, all i<inds o\ 
incentives are offered to export houses that supports the rich 
people and reduce the financial resources for plan purposes thai 
is ultimately taken from the common people through diftereni 
means. 
The choice of sources of financing has always been a matter of 
concern for the government, because the sources from which the 
financial resources are to be mobilized are as much important as 
their volume. The increasing reliance of the Government on 
borrowing for financing the plan outlay produced negative 
impact on the economy in the form of interest payment and 
consequently the burden of debt. Because of debt service 
payments forming a higher proportion of both revenues and 
expenditures, all other activities of the Government suffer since 
wages and salaries, interest payments, defence expenditures, 
pensions, food subsidies are ail committed expenditures with 
little or no flexibility. The main sufferer in this process is 
Governments capital expenditure in both social and 
infrastructural facilities. 
The study makes the following recommendations ha\ ing 
policy implications. 
Expenditure management has to improve through 
appropriate prioritization and control is important for the 
Government, 'fhe tension between containing the deficit and 
providing adequate outlays for the relevant heads makes the 
priority of curbing expenditure, even more important issue in 
India than what it is in many other countries. 
'fhe share of interest payment must be brought down b\ 
limiting the fiscal deficit and by retiring some of the existing 
debt. Given the si/.e of the debt, retirement would achieve on!) 
a relatively small reduction in the debt burden. However, 
through the sale of seized gold and some of the Government 
lands and through disinvestments of PSUs shares, a sizeable 
amount could be raised and used for the retirement of debt. 
Subsidies have to be reduced mainly because the 
government cannot afford the luxury of providing wide ranging 
subsidies for production. Subsidies directly targeted at 
consumers from the vulnerable Groups should be developed and 
implemented to safe guard the Governments objective of income 
distribution. Carefully developed small projects that are 
practical and implcmentable, with a clear beginning and a fixed 
termination arc more likely to be successful than nationally 
announced mega projects short of sufficient funds and subject to 
wide misappropriation. 
The most important fact revealed by the present study is 
that the unproductive expenditure has increased and is still 
increasing in the process of development planning. Now the 
need of the hour is to curtail the unproductive expenditure. In 
addition the expenditure over defence may also be minimized to 
get the desired results. 
The process of disinvestments should be continued to 
lessen the burden of the mounting interest payments and debt 
servicing. It will be beneficial for the economs to reduce the 
burden of the external debt and if necessary some burden ma\ 
be borne partly b\ the internal debt from the internal assistance 
because the paNinent for the internal debt is paid to the nationals 
after amortization and not to the foreign counlr}. Ihc 
bureaucratic and political control or dependence of the PSlJs 
should be minimized and more control and greater autonomy 
should be given to the managers of the respective PSUs so as to 
take the right decision at appropriate time to make the unit more 
efficient and competitive. 
Invcslmenl on agriculture sector has declined particular!) 
after the economic reforms that lowers the growth rate of ihc 
agricultural sector than the projected. To get the desired result 
an improvement in the agriculture infrastructure is required. 
The Government must clarif) the objectives of the process 
of privitization and seek to forgr a consensus. The objectixcs 
must be both the strengthening of these enterprises to enable 
Ihem to grow and to contribute to the restoration of the fiscal 
health of the country. The return from privatization must noi be 
used for current expenditures. The> should be explicitl} used 
for retiring public debt so that the interest burden is 
progressively reduced. 
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INTRODUCTION 
l.I Importance of Study 
The philosophy behind economic planning underlines 
the fact that markets and price system alone cannot ensure 
welfare of the citizens of a state, while individuals are the 
best judge of what is good for them, the sum total of such 
judgment need not be the best option for the society as a 
whole. Moreover areas like infrastructure require larger 
investments without immediate tangible returns and 
therefore do not attract private investment. Final!} 
Government provides for some goods such as the quality of 
environment and national defence, which can be enjoyed by 
one person without depriving others of similar enjoyment. 
Private sector will not invest in public goods as there are no 
direct returns. All these factors justify government 
intervention in the economy though the degree of 
intervention is a matter of political ideology. "'The failure 
of the philosoph)' of the self interest propounded by Adam 
Smith necessitated the state to undertake the development 
task. It requires the deterioration and chalking out a 
program of development efforts, it may be executed by the 
state, i'he stale intervention in the economic field is 
considered justified in view of the imperative need of 
economic development". ' 
The hindrances in the way of development of those 
countries which are poor is quite difficult to overcome, 
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unless there is a state intervention and through a process of 
systematic planning because steps have to be taken to raise 
the economy from the stagnant condition which is due to 
scarce capital abundant labour and low productivity per 
worker. The Government is expected to take steps to raise 
the economy from stagnant condition by playing the role oi 
entrepreneur and break the vicious circle of poverty and for 
this mobilization of resources is required which is the most 
important task before the Government. 
Mobilization of resources is a dynamic concept and as 
the economic activities multiply, its prospects become 
brighter, the potential resources become actual and is 
concerned with the creation of additional savings in the 
economy and directing them towards those form of savings 
which is desirable and then promoting the non speculative 
and productive investment and for this the state has to pla\ 
a dominant role because it is considered as a pious duty of 
the state to develop their economy and changing the 
deplorable economic condition of the people. Paul Streeton 
observed that "a large number of countries had achieved 
political independence and with it development aspiration'"." 
The expanding size of India's successive five-year 
plans has greatly increased the importance and task of the 
resource mobilization because the mobilization of resources 
for securing an adequate rate of growth is the crux of the 
problem of planning in a developing economy. Any plan 
Introduction 
i rrespective of its size can be implemented only when its 
scheme of financing is so devised that sufficient financial 
resources become available easily and for this the 
Government has to stretch to the utmost for squeezing the 
financial resources from every nook and corner and even 
from the foreign countries. 
1.2 G e n e r a l Significance 
For achieving a rapid rate of growth in the process of 
economic development large amount of national savings arc 
to be invested in public as well as in the private sector, 
apart from investment large amount of financial resources 
are required for meeting the current expenses of social 
services which are of non developmental nature (like 
educat ion, health, social welfare and social securii;. 
measures) and for expanding administrative machiner\ 
needed for the implementation of the plan. For meeting all 
these expenses financial resources are to be mobil ized and 
this problem is basic to the whole question of economic 
planning. 
There are various types of financial resources raised 
by the union and the state Governments to finance planned 
development . The selection of means of financing such as 
the taxes , deficit financing, external assistance etc and the 
extent to which these are used are of crucial importance 
because there are relative merits and demerits of each one 
of these sources and these have close bearing on the pattern 
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of distribution of the burden of development on different 
classes of people, general price level and the balance of 
payments as well as on the economy as a whole. It is 
obvious that no single source can be relied upon to meet all 
the requirements of finance. Therefore different sources 
will have to be made use of at the same time. The choice of 
an optimum combination of sources would depend upon 
several factors such as the relative contribution of each in 
the past, the socio-political situation at the time of the 
formulation of the plan and the level of development of the 
economy, moreo\cr a particular combination will have to be 
reviewed in the light of the changing scenario. This is true 
in the case of Ninth Five Year Plan too. The Ninth Five 
Year Plan has been prepared in the context of four major 
dimensions of slate policy and against a perspective of 
development of fifteen years. These four dimensions are (i) 
Quality of life (ii) Generation of productive employment 
(iii) Regional balance (iv) self-reliance. 
For effective implementation of a plan, it is 
imperative to devise such a scheme of financing that 
adequate amount of finance is available and that too in 
desired quantities. For this it is necessary to make efforts to 
mobilize the resources. A scheme of collecting fund has to 
be devised. If funds are not available in required quantities, 
the achievements of physical targets of the plan becomes 
very difficult or impossible. 
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According lo Alex Radian " Money alone, even when 
it comes in large quantities is not enough to br ing about 
economic betterness but money is certainly a necessary 
condi t ion. No amount of will power or talent can subst i tute 
for the lack of resources"." 
In short, the problem of raising adequate financial 
resources is an important aspect of implementat ion of tlic 
plan as physical resources can neither be al located nor used 
unless adequate financial resources are raised. 
1.3 Re levance of the Theme in the c o n t e x t of I n d i a ' s 
F i n a n c i a l S t r u c t u r e 
The importance of planning lies in involv ing firstly a 
system of objectives to be pursued and secondly the optimal 
al location and utilization of the resource of the countr \ . 
According to Prof. Robbins "To plan is to act with a 
purpose, to choose and choice is the essence of economic 
activity. Hvery communit \ has its own setup of values . 
which become the fundamental framework of reference for 
the success of a plan.""^ The targets laid down in the plan 
should be consistent with the financial resources avai lable 
for this purpose. In the absence of adequa te financial 
resources , there is little point in laying down the targets 
which may look quite impressive but may be totally 
unreal izable on account of paucity of funds and from this it 
is qui te clear that mobilisation of resources is a pre-
requisi te for achieving an adequate rate of growth and 
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therefore its mobilization is the crux of the problem of 
planning in a developing economy. If sufficient funds are 
not available, the achievement of physical targets becomes 
difficult. Infact, the problem of mobilization of financial 
resources is an integral part of the problem of the plan 
implementation particularly because the ability to use and 
allocate physical resources depends to a large extent on 
raising of financial resources. 
The Indian Planning Commission points out that "The 
essence of financial planning is to ensure that demand and 
supplies are matched in a manner which exploits physical 
potentialities as fully as possible without major and 
unplanned changes in the price structure"." 
The sources of finance available to the Governments 
may broadly be classified into three categories. 
Domestic budgetary resources are the funds raised by the 
Government within the country and they consist of 
1) Balance from current revenues that is excess of 
current rc\ cnues over current expenditure. 
2) Mobilization of internal private savings through 
market borrowings, small savings provident fund etc. 
3) Contribution of public enterprises 
G 
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Additional Resource Mobilization in the form of 
additional taxes and additional revenues from public 
enterprises 
II.) The External Assistance consist of loans and grants 
from foreign countries, loans from International Institution 
such as the International Monetary Fund, the World Bank 
etc. After making strenuous efforts to raise as much 
resources as possible through taxation borrowing and 
external finances there may still remain a gap between 
available receipts and total investment necessary for rapid 
economic development, hence the Governments in such 
countries have to adopt the device of deficit financing as 
the last resort. The plan should lay down such policies and 
instruments for mobilizing resources which fulfill the 
financial outlay of the plans without inflationary and 
balance of payments pressure. At the same time, they should 
encourage corporate and household savings of the private 
sector. 
A clear picture of the India's financial structure can 
be had by analyzing the different sources in detail. 
Balance from current revenues - It is the difference between 
the current revenue receipts and the current expenditure of 
the Government. In India taxation is the main contributor to 
current revenue balance. In the past it has provided from 20 
to 3 5 percent of the total financial resources required for 
the various plans. It is an effective instrument to take away 
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a part of additional income before it is distributed, 
moreover this source can reach the maximum number of 
people and it can make them pay. This can be achieved by 
judiciously combining the Direct and Indirect taxes. 
According to the Third Five Year Document "Direct 
taxation adds to the resources of the public sector by 
reducing disposable incomes in the hands of the community. 
Indirect taxation works through reduction in the quantum oi 
goods or services that can be bought against the incomes 
that are spent. The choice between the two forms of taxation 
has to be considered pragmatically'' ^\ Taxation is the onl\ 
instrument which can be manipulated in such a way that the 
tax revenue can be varied within a significant range in 
harmony with the changes in the size of national income, 
distribution of income and prevalent political situation. 
Quantitywise it raises the volume of public savings to be 
used for capital formation consistent with the growth of 
savings in the economy, qualitatively it directs the flow of 
resources into useful and productive channels of investment 
and prevents the resources from being dissipated over 
unproductive investment and luxury consumption. In view 
of the great importance of taxation for the finance of 
development a high ranking has been accorded to it in the 
Indian plans. 
Domestic Private Savings: - It includes 
(i) Market borrowings 
^ 
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(ii) Small savings 
Although the classical economists suggested that this 
method of raising finance should be used only under 
exceptional circumstances but of late this source ha^ 
occupied a significant place in the scheme of financing oi 
five year plans due to the fact that, there has been a change 
in the economic thinking brought about by Lord. J.M. 
Keynes and secondly the Government has a good and 
extensive capital market in the form of Nationalized bank, 
public sector financial institutions. Public Provident Fund 
etc which will be able to supply almost any amount of funds 
needed by the Government. The First Five Year Plan 
observed. "Techniques of borrowing, in particular, have to 
adopted so as to convey to the people the larger purpose for 
which the loans are being raised and to facilitate their 
participation in the development programme on the largest 
possible scale". 
The volume of market borrowing by the Government 
is dependent upon the statutory liquidity ratio of bank 
investment in the securities of the government and the 
relevant provisions, which governs the deployment of funds 
in such securities by the institutional subscribers. 
Small Savings - under the conditions prevalent in the 
economy, there is a need for paying special attention to 
small savings. This source has many advantages for e.g. it 
encourages thrift on the part of the people, restricts their 
i 
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consumption and thereby helps in arresting price rise. It 
occupies a special place particularly in the Indian context 
because ours is an inflation biased economy. 
External Assistance 
If the efforts to mobilize domestic resources through 
taxation, public borrowings and deficit financing are not 
sufficient to finance plan outlay, the Government has to 
depend upon external assistance. It is a means to bridge the 
gap between internal sources and plan outlay, like any other 
developing economy, India has been a capital poor country 
due to its low saving and low investing capacities. Other 
than supplementing domestic resources foreign aid helps in 
industrialization in building up economic overhead capital 
and in creating larger employment opportunities. It not only 
brings money and machines but also technical know-how. Ii 
opens new avenues and exploits untapped and hidden 
resources. It removes the balance of payments problem and 
minimizes the inflationary pressures. Further foreign aid 
helps in modernizing the backward society in strengthening 
both the private and the public sector. 
Public Enterprises - It is another source for financing the 
five year plans. With the passage of time the public sector 
has come to occupy an increasingly important place in the 
Indian economy. Organizationally there are four types of 
public sector enterprises 
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i) Departmentally managed 
ii) Managed by independent boards 
iii) Run as public corporations 
iv) Organized as company 
'"The scope of slate enterprises in the industrial field 
was very limited in British India. Even after independence, 
there was no clear cut policy in respect of the role of the 
state enterprises. It was only in December, 1954 when 
socialist pattern of society came to be accepted as the goal 
of economic policy that increasing emphasis came to be laid 
on the role of the public enterprises to promote economic 
growth and development, promote self reliance in strategic 
sectors and diversify the economy, help in preventing 
concentration of economic power, reduce regional and 
social imbalances and effect equitable distribution of 
income through social over head capital''.^ 
The surplus of public enterprises also can make 
significant contributions towards mobilizing resources for 
development programme. In several countries public 
enterprises constitute a growing and potentially important 
source of public revenue. Besides, one of the objectives of 
the directive principle of the Indian constitution is to bring 
about reduction of the inequalities of income and wealth 
and to establish an egalitarian society, the five year plans 
have taken this up as a major objective of planning. The 
public enterprises too may be used for the purpose of 
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reduction of inequalities of income and a better distribution 
of income in several ways. The public enterprises contribute 
to the central exchequer through the payment of i) Dividend 
(ii) Corporate taxes and (iii) Excise duty. 
Deficit Financing - Broadly speaking deficit financing 
is a technique that enables the Government to incur 
expenditure beyond its current revenue. This income is 
possible through the issue of additional currency. 
If domestic borrowing and taxation are not enough, 
the Government in a developing economy usually goes with 
their programme of capital formation by bidding away 
resources from the consumer goods sector by deficit 
financing, inflationary deficit financing programme has the 
advantage that with a rising trend in the price level, the 
profit of the manufacturers and traders show a rising 
tendency if the profit is invested and saved in soundlines 
then the process of economic development is done almost 
automatically. Moreover a rise in price itself may lead to 
forced savings to some extent. It is the only method of 
financing development in a developing country and is 
regarded as a necessary and healthy corrective step in an 
economy, which is suffering from depression, deflationary 
condition, deficiency of effective demand or presence of 
idle capacity. 
1.4 Review of Literature 
This section presents a select of review of literature on the subject and attempts to 
examine the existing literature on the pattern of financing of Five year plans in India 
with special reference to Ninth five year Plan. 
Chelliah, R.J. (1969)^ has studied the aspect of policy in less developed countries 
and has attempted to analyze the fundamental problems of fiscal policy in less 
developed countries the basic structure of public finance with emphasis on tax structure 
and fiscal policies, against the background of planned economic development the 
greater part of his work is carried on with special reference to India. 
Singh, S.K. (1986)'^ has examined the nature of the fiscal crisis in India and 
evaluated long term fiscal policy (LTFP) as a response to this crisis. The study explains 
that since 1975-76, the tax ratio has not kept pace with the expenditure ratio resulting in 
the long-term imbalance between govt, revenue and expenditure. His analysis indicates 
that the LTFP as a response to the challenging problem of fiscal crises has failed to 
offer any clear direcfion in two vital areas namely (i) How to restrain the increase in 
non-plan expenditure on revenue account and (ii) How to augment the surpluses ol" 
PSUs. Finally, he has warned that without proper advance in these areas the fiscal crises 
will persist. 
Rakshit (1989)" attempts to dispel the apprehension about public debt and its 
effects. He opines that problem of debt and its consequences have been blown out of 
proportion without going into serious analytical exercise. He began with listing the 
common perception among economists and then analyses them as to what extent these 
perceptions are genuine. He emphasizes the need to have a relook at the debt indices 
before jumping on to conclusions. He also finds fault with the practice of calculating 
public debt without taking into account the assets liability figure of public enterprises 
which would probably create positive balance in net wealth of the public Sector. It 
points out that most of the govt, investment is in infrastructure sector eg Roads, 
irrigation, communication flood control etc. which certainly enhances the production 
capabilities of the economy and the private sector is benefited more. It is the foilure ol~ 
tax machinery that it is unable to raise the tax GDR ratio in the same proportion. Il 
concludes that for curing the ills of the economy focus ought to be shifted from public 
debt to use of funds borrowed from public for the operation of PSEs, under utilization 
of capacity in public sector, tax administration, structure of interest rate and that the 
remedy designed in developed countries, where the role of public debt in attaining a 
higher growth rate is not paid any significant attention is just unsuitable in India's 
context. 
Mundle; S and M. Govind Rao (1992)'^ have analysed the nature of fiscal crises in 
India in 1990 and related issues in the growth and composition of public expenditure, 
the tax revenues and non-tax revenues. They have shown that the fiscal imbalances 
were mainly a reflection of the increasing gap between revenue receipts and revenue 
expenditure. There was a spurt in spending mainly on account of interest payments, 
subsidies plan and non-plan grants to state governments, defense and failure of public 
sector under takings etc. On the other hand the growth of tax and non-tax revenue was 
not taking place. Finally they have endorsed the fiscal stabilization measures initialed in 
1991. 
Buiter W.H, and Patel, U. (1992)''^ found the state of Indian public finance to be 
perilous. They observed the rising trend in public debt as a ratio to GNP and also in 
monetized deficit. This disturbing trend as they find, started in 1970s' but accelerated 
significantly in 1980s\ They also make it clear that this deterioration cannot be 
explained in terms of some external shock like OPEC I and OPEC II (When oil prices 
increased substantially in early 1970s and late 1970s) and the 1990 Iraqi occupation of 
Kuwait and the subsequent war. They blame the public sector for the crises. 
Gulati, IS. (1993)' has dealt with some issues concerning the growing burden of 
internal public debt in India. These questions have lately been raised with a stridency 
not noticed before on reducing the fiscal deficit a term that hardly ever figured in the 
lexicon of fiscal policy in India. 
Mundle, S. and Hiranya Mukhopadhya (1993)'^ in their study have analysed the 
impact of alternative fiscal policies on macro-economic performance of the Indian 
Economy. The most important lesson that emerged from their work is that in reducing 
the deficit, greater revenue mobilization would be preferable to expenditure 
compression. This should be attempted through tax-reforms rather that raising taxes. 
There are however limits to how far tax reform can raise the buoyancy of tax revenue. 
Hence fiscal correction will have to depend in part on public expenditure compression. 
They have shown that in the post reform period public expenditure on almost all items 
except interest payment have been cut in real terms. However the sharpest cuts have 
fallen on those items of expenditure which ought to be protected. 
Taylor, L (1993)"' has attempted to study fiscal policy issues that arise during 
macro-economic stabilization in developing countries. His work is based on the study 
of stabilization episodes in eighteen countries. He observed that the effects of fiscal 
stabilization and adjustment on income distribution are less clear cut and stabilization 
programes should take into account specific countn,' condition. 
Tanzi U. (1993)'^ has observed that fiscal reform has proven difficult to 
implement for political, institutional and conceptual reasons. In his work he has 
discussed the determination of the correct size of the fiscal adjustment needed, the 
problems in measuring fiscal disequilibrium, the desired fiscal measures and the 
sequencing of the required fiscal reforms. Finalh. he argues that fiscal reforms require 
time to be successful. 
Thirsk, W.R. (1993)'^ has observed that many countries have overhauled their 
tax systems during the first decade. His work reviews the profile of a typical developing 
countries tax system prior to the recent wave of reforms. 
De Melo, Martha (1993)' has proposed the use of a sustainable deficit concept 
to estimate the minimum fiscal adjustment required in a high debt country. The 
sustainable deficit is defined to be compatible with a sustainable debt, which the 
borrower is willing and able to service. His work provides empirical estimates of the 
need for fiscal adjustment in a small group of high debt countries in the mid 1980s". 
Chibber, A and Mansoor Dailame (1993)'^': argues for a need for a broader 
approach to the relationship between fiscal policy and private investment in developing 
countries such an approach needs to emphasize the role of fiscal policy and 
stabilization, the competitiveness between public and private investment and the 
taxation of income from capital. While these issues have long been recognized in the 
literature in the context of both developed and de\ eloping countries they have assumed 
particular urgency and importance in the context of ongoing liberalization and 
privatization trends evident in most developing areas. 
Rangarajan, Basu and Jaddav (1994)^' examined the dynamic behaviours of 
public debt ratio in India. The study undertook the exercise of construction of data base 
as the government measures of deficit and debt are only accounting measures which do 
not serve the purpose of analytically meaningful study. It for example mentioned that 
deficits are financed both by RBI and other than RBI Sources, and from the view point 
of macro-economic analysis both have different implications and hence deserve to be 
treated separately. It attempts to derive analytically more meaningful measure of 
domestic debt and when proposed method has been used to measure the expansion of 
domestic debt it turned out to be much larger than the conventional measure of debt 
used to indicate. 
Shand, Ric and K.P. Kalirajan (1994)^^ in their study indicated that the reform 
implemented in India since 1991-92 has been yielding positive results. Though the 
reform process has been gradual it is becoming increasingly clear that sustainability is 
not in question. The study concludes that Indian economy may be developing as a new 
paradigm of growth which could be relevant to other developed countries with similar 
structural linkages. 
Bhattacharya, B.B. (1995)^'' in his work has shown that the basic problem of 
fiscal stabilization in India was that the Govt, expenditure was rising faster than the 
Govt, income. As a result all the measures of deficit such as fiscal deficit. re\enue 
deficit primary deficit etc has rising trends. Finally he suggested that the fiscal deficit 
should be reduced by slowing down growth of non-plan and wasteful expenditures on 
the one hand and improving direct tax revenue and surplus of public enterprises on the 
other. 
Ghosh, A and R.K. Sen (1995)^ '* have observed in their study that during 1990s 
not only revenue receipts have been rather inelastic but the expenditure accounts 
particularly of the non-plan outlays have also gone up quite rapidly. This has been 
termed by them as the main cause of the fiscal imbalance. They have also suggested 
that it requires to be attended with policies to reduce the non-plan expenditure 
drastically. 
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Rao, M.G. Tapas, K. Sen and M. Ghosh (1995)" have analyzed in their study 
that after 1980-81 expenditure growth was higher than that of revenue receipts Growth 
of revenue expenditure was particularly sharp in the case of interest payments. 
Subsidies, wages and salaries with those on maintenance of capital assets lagged 
behind. 
Nayak, P.B. (1995)^ *^ , in his work has revealed that Govt, expenditure had been 
far outpacing revenues for more than a decade leading the government to resort to 
substantial borrowing both internal and external. As a result interest payment became 
largest expenditure head of the Central Govt. Budget. He has also observed that the tax 
to GDP ratio is already reasonably high and the prospect of having it increased further 
appears to be limited at least in the short run so there is not much choice left and 
expenditure have to be cut in several vital areas. 
Chakraborty P. (1997)^^ has attempted to examine whether the lowering the rates 
of direct and Indirect taxes in recent years, have resulted in higher tax mobilization the 
study concludes that compared to Indirect taxes, direct taxes were more buoyant 
during the post-reform period. 
Mohan R. (2001) has analysed trends in state and Central Govt, revenues and 
expenditures and suggested ways to climb out of debt-trap. The key objective of fiscal 
reform has to be a reduction in public debt service. 
Kopits, G. (2001) assesses the potential usefulness of fiscal policy rules for 
India in the light of rapidly growing international experience in this area. As part of his 
assessment, he explores various design options and institutional arrangement that is 
seen as relevant for India in the context of the fiscal responsibility and Budget 
management Bill. He also outlines preparatory steps for successful implementation. 
After reviewing the literature we can say that there is a wide agreement among 
economists that the problem of fiscal imbalance in many developing countries and 
particularity in India has emerged in the 1980s and the factors responsible for the 
worsening of fiscal crises were almost the same in all the developing countries. 
1.5 Hypothesis 
The study is based on the following hypothesis: Inadequate 
financing is the major constraint in achieving the objectives of Five Year 
Plans. 
1.6 Objectives of the Study 
To test the said hypothesis the main objectives of the study are as 
follows: 
1. To examine the pattern of financing of the Five Year Plans. 
2. To analyse the constraints associated with the raising of adequate 
resources for achievement of the objectives of the Plans. 
1.7 Data Base and Methodology 
Our study is based exclusively on secondary data which arc 
published mainly by the Ministry of Finance, Government of India, other 
departments/offices of the Government of India and Reserve Bank oi" 
ae 
India. Thus, most of the relevant data have been taken from various 
issues of Indian Public Finance Statistics, Economic Survey and the 
various Five Year Plan Documents. The methodology used is simple, 
analytical and does not go beyond calculation of percentages and 
arithmetical averages and to know the level of Consistency in the 
behaviors of leading economic indicator / parameters, standard deviations 
and coefficient of variation have been calculated 
1.8 Outline of the chapters 
The present research work is divided in Seven Chapters. The First chapter 
primarily deals with a brief introduction on planning and its general 
significance, it also includes the relevance of the theme in the context of 
India's financial structure. Apart from these, objective. Hypothesis. 
Database and Methodolog)' ha\'e been taken into account as well as the 
chapter Scheme. The Second Chapter covers the background of the 
theoretical framework followed by the General constrcaints in the raising 
of adequate resources from expected sources. This chapter also includes 
the from expected sources. This chapter also includes the relative merits 
and demerits of each source and the comparison between plan and non-
plan expenditure. 
The Third Chapter of the present work review the plan by plan 
financing since the First Five Year Plan and its impact in the context of 
Indian economy and also includes 
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the optimum combination of sources for economic 
development. 
The Fourth Chapter is related with the Ninth Five 
Year Plan and the changing scenario. In this chapter we 
underline the strategy and objectives of the Ninth Five Year 
Plan this chapter also concentrates on the impact of the new 
economic policies, since its inception on the economic 
development in the context of major dimensions of stale 
policy. 
The Fifth Chapter of the research work presents a 
review of the Mid-Term Appraisal of the Ninth Five Year 
Plan and the constraints associated with the choice of the 
optimum combination of sources of finance. 
The Sixth Chapter of the research work will review 
the General impact of the pattern of the burden of economic 
development on different classes of the people and the 
economy as a whole. 
Chapter Seventh presents summary, conclusions and 
recommendations having policy implications. 
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SOURCES OF FINANCING THE FIVE-YEAR PLANS 
2.1 Brief Review of Theoretical Framework / Background 
Importance of Management of Financial Resources 
The basic objective of economic planning is to carr\' 
out an adoption of the production to social needs and 
thereby lo have a rapid and accelerated economic 
development of the country. A planned economy is nol an 
end in itself. Its usefulness lies in mit igat ing the evils ol~ 
the free enterprise system and spreading the activit ies l(> 
non -traditional forms as quickly as possible . The concepi 
of planning includes the two main const i tuents which are ii 
a system of ends to be pursued ii) knowledge regarding the 
available resources and their optimum al locat ion India 
suffers from resource constraints and therefore, it has to use 
the resources judiciously and therefore the very basis or 
pivot of economic planning is the management of financial 
resources and this particular aspect of economic act ivi t \ is 
very important because it includes resource growth, 
resource appraisal and resource mobil izat ion which 
determines the very process of capital formation thai 
consists of investing current resources to add to the 
economy ' s stock of physical assets, which largely make 
possible the growth of income and product iv i ty . ']~he fund 
for investment is the financial resources , investment 
determines the growth of this fund and the Indian Plans lays 
down investment targets for both the public and the private 
sectors . In the case of private sector, the major 
ZM 
Sources of Financing the Fivc-Ycar Plans 
responsibi l i ty for resource mobilization lies with the private 
product ion units which raise either equity capital or obtain 
loans from banks and other financial insti tutions the role of 
the state in this case is subsidiary as it merely facilitates 
mobil izat ion of savings for investment in the private sector . 
The funds for public sector outlay are obtained by the 
Government from both the domestic and external sources . 
Taxat ion, market borrowings and surpluses from public 
enterprises are the major sources of finance from domestic 
sources . If all the sources are unable to fulfill the 
investment requirement in the public sector, then India 
seeks external assistance for its development plan and as a 
lai>i resort it takes recourse to deficit financing. Since India 
suffers from resource constraints it has to use the resources 
jud ic ious ly and therefore finance is not only one of the 
important instrument for resource mobilization but it is also 
essential for ihc purpose of removing the maladjustment 
between supplies and demands of goods and services in 
order to avoid problems like inflation and balance of 
payment difficulties. If sufficient funds are not avai lable, 
the achievement of physical targets becomes impossible 
because the most difficult part of planning in India or for 
that matter in any country of the world lies in the 
management of financial resources. The targets specified in 
the plan should be in accordance with the resources , if 
targets specified in the plan are higher, larger resources will 
be needed to achieve them because if the financial resources 
2.b 
Sources of Financing, the Five Year Flans 
are not adequate simply laying down targets will be 
unrealizable on account of shortage of fund. Therefore the 
management of financial resources has been given an 
important place in India's Five Year Plans. 
2.2 General Constraints in the raising of adequate 
resources from expected sources 
The Indian Planning Commission makes every effort 
to ensure that the plans are a consistent in financial terms. 
Yet the Government has failed to raise adequate resources 
for the plans from the expected sources, which can be 
attributed partly to the fact that there was errors in 
estimating the availability of funds from different source 
and partly on account of uncertainties caused by instability 
which is inherent due to economic, social and political 
factors which acts as a constraints in the way of raising of 
adequate resources from expected source firstly the public 
sector enterprises as a source of financing and the 
constraints associated with it is discussed. Public sector 
unit as a source of financing has its own importance 
because in a developing economy like India, for ensuring 
the rapid growth of economy some industries will have to 
be brought under Governments control, however the 
contribution from public enterprises has always been less 
than what has been anticipated. Most of the Central 
Government enterprises has been running on losses and 
contribution of such departmental undertakings as the 
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Railways and Posts and Telegraph have always been 
minimal because in many situation polit ical factors 
influence decision about location of projects. The ministers 
in their own vested interests, make promises about the 
future location of projects without keeping in mind the 
results of feasibility of state -about costs consequent!) 
leading to a considerable wastage of capital resources . Not 
only this the costs of project was also raised upwards which 
can be attributed to poor and inadequate project planning. 
There is also a policy of deliberate under pricing which has 
two adverse effects "Firstly, a policy of under- pricing may 
result in distortion of choice of technique by the user 
industr ies. Thus for exam.ple under-priced steel can result in 
excessive and sub-optimal use of it as against other 
materials whichever choice is available, secondly even 
where no such choice is available the fact that, in many 
cases there is no de-jure regulation of the prices of the end 
products of the user industries implies that the profits 
foregone by the public sector enterprises wind up with the 
users who eventually find to be in the private sector" . I h e 
effect of under pricing of public sector enterpr ises is thus 
substant ial ly to redistr ibute revenue in favour of the private 
sector which in turn, comprises of the effort of the 
Government at raising real savings in so far as it leads to 
addit ional consumption in the private sector. According to 
Bimal Jalan "The most conspicuous failure of publ ic sector 
enterpr ises has been in the financial area. An important 
7.^ 
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shortcoming has been relatively low level of capacity 
uti l ization in many enterprises. This has increased the 
capital - output ratio and reduced efficiency in the use of 
capi tal . The poor financial performance of several 
enterpr ises is traceable to a large extent to poor investment 
decision. These are reflected in factors such as 
inappropriate technology, an irrational product mix and 
imposed marketing management. Moreover large scale 
employment generation by public enterprises has over the 
years led to a situation where some of the enterpr ises are 
saddled with over employment or excess manpower 
resul t ing in low level of manpower product ivi ty" ." External 
Assis tance is a capital inflow or assistance to a coun t r \ . 
which is not the resultant of natural market force Foreign 
aid serves the purpose of supplementing domest ic saving, so 
that in the earl\ stages of economic development there 
would be availabili ty of additional resources apart from 
what is available internall_\- through budgetary sources or 
deficit financing. However the first constraints is in the ot 
magni tude and character of foreign aid which is likely lo 
become available over a period of time '"The most important 
factor which limits the absorptive capacity is the coun t ry ' s 
capaci ty to repay in future the loans current ly contracted. 
Till , the country reaches the stages of self sustaining 
growth its needs for larger volume of imports will ever 
grow. The problem becomes more serious in view of the 
fact that the country has not built large expor table potential 
7 n 
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SO the burden of repayment becomes more acute".^ At the 
moment the problem has assumed such severe proportion 
that a substantial part of the gross foreign aid is being 
utilized for meeting these obligations. 
Taxation - Is the most important instrument in curbing 
the increased demand for consumer goods generated by the 
development process. Although the Government has been 
relying heavily on this source but still they have not been 
able to live upto their expectation and if today the 
government feels that its resources are inadequate. It is due 
to the following weakness with the tax structure which acts 
as constraint. 
Inadequate Tax Revenue - The demerit is that tax 
revenue has all along being a small figure despite the fact 
that this has been a rising trend. 
Lopsided and Regressive - Since the tax structure have 
rather relied too heavily on indirect tax, it is lopsided and 
this tendency has increased over a period of time, with the 
share of direct tax declining and that of indirect tax risins. 
moreover there is administrative inefficiency. Both direct as 
well as indirect tax are highly complicated and there are 
enough loopholes for the unscrupulous elements to avoid as 
well as to evade tax. Another inherent weakness in direct 
taxes have been its unequal treatment meted out to different 
people with more benefits for people with higher income 
and wealth for e.g. income from certain specific 
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investments like tiiose in Unit Trust of India were exempted 
upto a certain amount. Moreover tiiere are grave 
intersectoral imbalances in India's tax structure as 
agricultural incomes are almost tax free. Prior to 
independence, there were not many people engaged in 
agriculture whose income could be made liable to pa\ 
income tax and agriculture being out of bound of taxes 
offers plenty of scope for camouflaging black money and 
evading tax. Moreover services sector has been untaxed 
which leads to distortion. According to Economic Surve\ 
(2001-02) '^  First as the share of industry in GDP decreases 
while that of service expands the tax base shrinks. 
aggregate buoyancy of excise revenue declines and the 
excise tax\GDP ratio fall. Second, failure to tax services 
distorts consumer choices, encouraging spending on service 
at the expense of goods and savings''.^ 
Deficit Financing - Is considered to be the most 
useful method of promoting economic development in a 
developing country because, the nature of developing 
countries is such that sufficient private investment is not 
forthcoming due to the various social, economic and 
institutional factors. However there are certain constraints 
in the raising of adequate resource. Dr. V.K.R.V. Rao, 
"attributes four reasons as to why the danger of the initial 
rise in prices taking on the character of inflation is greatest 
in the case of deficit financing by government. 
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i) Expansion of currency brings with it the possibility 
of a greater expansion of money supply through the 
expansion of credit 
ii) Absence of direct return i.e. absence of supplies of 
good and services resulting from the outlay and saleable b\ 
the government to the public, lessens the possibility ol 
mopping up the additional incomes created by additional 
outlay. 
iii) Absence of saleable securities against which the 
government outlay is undertaken lessens the chances ol 
mopping of additional income created by the additional 
outlay.; 
iv) Great possibility of waste and failure to promote 
greater productivity associated with government investment 
in the absence of an exceptionally competent and honest 
standard of public administration leads to a failure of output 
to rise and compensate the additional purchasing power 
created by the additional outlay. Because of these reasons 
deficit financing by government has alv/ays been looked 
upon as containing inflationary possibilities even when it is 
undertaken for development" •,•, : > 
2.3 Relative Merits and Demerits of Each Source 
The source of financing available to the government 
may broadly be divided into two categories 
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(i) Internal 
(ii) External 
The internal sources include taxation, public or market 
borrowings including small savings, surplus of public 
enterprises and deficit financing. The external sources 
comprises of foreign aids from governments and the 
international institutions and commercial loans raised in the 
world market at prevailing rates of interest The relati\c 
merit and demerit of each one of these sources is analyzed 
below. 
Taxation in India provides the main base for current 
revenue balance and is invariably relied upon for additional 
resource mobilization because of many reasons. Firstly it is 
an effective method of organizing savings out of the 
incremental incomes. In a developing country like India 
with low per capita income little can be achieved by way of 
savings from the existing incomes. The way out is to plough 
the maximum proportion of additional income for 
development. "Taxation is an effective instrument to take 
away a part of additional income before it is distributed. It 
is for this reason that plans have been providing much under 
this head. Two it can reach the maximum number of people 
and make them pay for development. This can be achieved 
through a judicious combination of various taxes, Direct 
taxes, for instance can be so arranged that while the rich 
pay more the not-so poor also pay, though less. Similarly. 
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through Indirect taxes a large many, including even those 
who do not pay direct taxes, can be reached for their 
coniribution to development. The rich can of course be 
asked to part with more through heavy taxes on the luxury -
goods''.^ As compared to deficit financing which if used, in 
excess results in raising the prices taxation does not do so 
unduly if properly designed. The importance of taxation is 
that the state enforces an act of savings, whereas the act of 
investment can be public, private or as a mixed institutional 
arrangement. Secondly it is also the most important 
instrument for ensuring social justice both in equitabh' 
distributing the burden of development as also in reducing 
the inequalities of income. Compared to other sources such 
as borrowing and deficit financing it is preferable because 
with borrowings it involves no interest burden and unlike 
deficit financing it does not result in rise in prices. 
However most of the people in this country are too poor and 
hence they fall outside the ambit of direct taxes they can no 
doubt be taxed by the levy of indirect taxes on commodities 
of niass consumption but apart from other things it results 
in raising prices, and meets with public opposition which is 
not the case for public borrowings. Moreover taxation 
implies forced saving, borrowing is voluntary the tax payer 
is never happy in paying a tax, for he does not expect to get 
his money back. A lender on the other hand gives his money 
on loan of his own record to receive it back along with the 
interest after a stipulated period unlike taxation borrowing 
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does not adversely affect incentives to save and invest. The 
lure of interest is always there to increase the incentives 
instead. As the Ivconomic Bulletin for Asia and the Far East 
states "Taxation therefore remains as the only effective 
financial instrument for reducing private consumption and 
investment, and transferring resources to the government 
for economic development"". 
Small Savings: -
Generalh' the principal agency through which the 
masses can be reached for the mobilization of resources is 
through that of small savings, which it does by tapping the 
genuine savings of the people and also by providing capita! 
to the government without aggravating inflationary situation 
in the economy. Moreover it has a psychological appeal in 
providing an opportunity for the ordinary people to 
participate in the national effort for development. B\ 
tapping the genuine savings of the people, encouraging 
thrift on the part of the people, restricting theii 
consumption and thereby helping in arresting price rise. 
While mobilization of public savings for development 
purpose is really useful and in certain respect betler than 
taxation but it has one serious disadvantage as compared to 
taxation, the government has to pay interest and return the 
principal also at a future date. These burden have to borne 
by the future generation in the form of higher taxation. This 
is described by economists as internal debt trap. However 
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the basic advantage is that it voluntary and does not meet 
with publ ic opposi t ion as in the case of taxat ion. 
The advantage of saving as a source of capital 
formation, when compared with other forms of resource 
mobil izat ion is that firstly it is non-inflat ionary in character 
and is the only ultimate form of the source of capital 
formation secondly a developing economy will not be able 
to increase the supply of consumer goods at the required 
rate dur ing the initial stage of its development . Therefore 
unless consumpt ion is restricted, scarcit ies of consumer 
goods inflationary pressure and the associated problems are 
bound to arise in the initial stages of development and these 
problem often retard the process of development of the 
economy. A high rate of domestic savings avoids the 
emergence of such problem by restricting the consumpt ion 
expendi ture in ihe economy. 
Public Loans : -
It has an important place in the list of internal 
sources . Taxation as a method of raising resources is not 
adequate in part icular for a big plan. Moreover taxat ion 
cannot be pushed beyond a certain limit because it is nei ther 
possible nor desi rable and also because of the fact that 
people do not react favourably to the imposi t ion of taxat ion 
of incomes because this reduces their incomes however , this 
is not the case with public loans. Secondly it has an edge 
over taxat ion because when the government bo r rows from 
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the public by issuing bonds or securities, provision is made 
for the payment of interest. This raises the income of the 
people instead of reducing it, further "public borrowing is 
an effective instrument for mobilizing private saving. Often 
private savings get invested in few special industries or 
sectors where prospects for private profit are great. The 
resulting pattern of investment may not be comparable with 
rapid and balanced development from the nationa! 
viewpoint . This malinvestment can be corrected, if through 
public borrowing private savings is transferred to the 
government . Public borrowing, not only brings about ihe 
transfer of savings from the private to the public sector, but 
under certain circumstances it can even increase the pool of 
sav ings ' \^ Since this method of financing does not invol\ e 
the compulsory burden that taxation implies. the 
Government is tempted to use this method for wasteful 
expendi ture . Moreover unlike taxation the repayment of 
matur ing debt creates problem of its size which is indeed 
large and its timing coincides with recessionary condit ions 
in the economy. 
Contr ibut ion from Public Enterprises: -
Prior to independence there was virtually no public 
sector in Indian economy, however in the post independence 
period the expansion of public sector was undertaken as an 
integral part of the industrial policy 1956 and with the 
ZC 
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passage of time the public sector has come to occupy an 
increasingly important place in the Indian economy. 
The justification for public enterprises in India was 
based on the fact that the rate of economic development 
planned by the Government was much faster than can be 
achieved by the private sector alone. In other words, the 
public sector was essential to realize the target of high rate 
of development deliberately fixed by the government. The 
public sector is an important source if used for 
development. The surplus of public enterprises can be 
invested in the same industries or can be used for the 
establishment and expansion of other industries. It plays an 
important role in bringing about optimum allocation of 
resources in the country so that economic development is 
promoted in desirable channels. The expansion of public 
sector has become necessary to bring under State control the 
essential industries. This helps the Government to make 
those industries free from the control of the monopolies in 
the private sector. In Professor Ramanadham's words "The 
main reason for the expansion of the public sector lies in 
the pattern of resources allocation decided upon under the 
plans''.*^ 
Explaining the importance of the public sector in a 
mixed economy and its role in the establishment of a 
Socialist pattern of society Professor V.K.R.V. Rao opined 
"Sectors of economic activity which involve either 
"i^  
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monopoly conditions of strategic economic power or 
possession of large resources in private hands should be 
publicly owned and operated as public enterprises, it also 
means that public enterprise should make itself responsible 
for the building of the economic overheads on the external 
economies like transport, power, fuel and basic capital 
goods without which increase in the production of 
consumption goods and services either on the required scale 
or necessary economic basis will not be possible 
irrespective of whether it is to be in the private or public 
sector".'*' Unfortunately the performance of these 
enterprises not been satisfactory. Many of the Central 
Government enterprises has been suffering losses and even 
the contributions of such departmental undertakings as the 
Railways and Post and Telegraph have been minimal. The 
State Electricity Board and the State Road Transpon 
Corporation which are the two major slate enterprises have 
been running on losses throughout the planning period. 
Further states incur annual losses of Rs.700 crorcs on 
commercial irrigation. 
Deficit Financing: -
It is resorted to when the government is unable to 
raise finances from other sources, so much so that the state 
government frequently succumbs to the temptation of deficit 
financing. Moreover it is used when the efforts to raise tax 
revenues remain low as a proportion of national income. 
?)Q 
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According to the Indian Planning Commission "The term 
deficit financing is used to denote the direct addition to 
gross national expenditure through budget deficits, whether 
the deficits arc on revenue or on capital account. The 
essence of such a policy lies, therefore in Government 
spending in excess of the revenue it receives in the shape of 
taxes, earning of state enterprises, loans from the public, 
deposits and funds and other miscellaneous sources. The 
Government may cover the deficit either by running down 
its accumulated balances or by borrowing from the banking 
system (mainly from the Central Bank of the Country) and 
thus creating money"." It is used when the efforts to raise 
tax revenues docs not yield the desired amount. This 
together with laree-scale evasion causes revenues to remain 
low as a proportion of national income. Secondly borrowing 
programmes at the domestic level leaves much to be desired 
keeping in view the thinly spread incomes among the vast 
masses. There lo yet no massive movement to mobilize 
resources. According to G. Patterson "With the help of 
deficit financing, unutilized or under utilized resources of 
the community can be shifted to productive channels: 
especially the skill formation in the economy can be 
augmented'".'" Deficit financing is useful too, if adopted in 
small doses for. it will raise the money supply in the 
country and raise the demand for goods and services. In fact 
deficit financing does help to arise the demands for goods 
and services and increase production if it is kept within safe 
3 > ^ 
Sources of Financing the Fivc-Ycar Plans 
limits. However it has an inherent danger as compared to 
other sources, if once deficit financing is adopted by the 
government it becomes cumulative with every passing year, 
the volume of deficit financing increases, by raising money 
supply, deficit financing creates imbalance between the 
demand and supply of consumption goods. Hence there is a 
great danger of inflation. Further although these economics 
generally have a large supply of unemployed manpower, 
they have shortages of critical inputs and technical skill. 
Hence, the limit to which increased money supply can lead 
to the utilization of unutilized resources is reached before 
time. Moreover, as the multiplier in such economies 
operates more with respect to money incomes than with real 
incomes, price rise faster price inflation may in turn, lead to 
costpush inflation and wage induced inflation. Therefore 
much of the inflalionary pressure in India in recent years is 
due directly to deficit financing and the government has 
stopped relying on this source 
External Assistance: -
The importance of external assistance in financing the 
plan is visualized because developing economy are unable 
to mobilize adequate resources internally because for 
creating any principle dent on poverty and unemployment it 
becomes necessary to go in for big development plan but 
because of the poverty of the people developing countries 
are unable to mobilize adequate resources internally to 
ho 
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finance such a plan because under a democratic set-up it is 
difficult to push up domestic savings beyond a certain level. 
This inadequacy of domestic savings in the initial stages 
can be made up through recourse to foreign capital 
According to Prof. Lewis "nearly every developed state has 
had the assistance of foreign finance to supplement its own 
meagre savings during the early stages of its 
development".' ' ' unlike internal source it is a very uncertain 
source when from where, and how much external assistance 
would be available it is difficult to say in advance with 
much degree of certainty. This source also creates the 
problem of repayment. Moreover the lending countries ma\ 
exert pressure of a political nature on the aid receiving 
countries. Also the debtor country will have to find 
resources later on to pay off interest and principal. 
2.4 Plan Versus Non - Plan Expenditure - A 
Comparison 
In the Pre-independence period the range of the 
government activities was influenced by classical thinking, 
the classical economists did not support the idea of 
entrusting many activities to the Government. But after 
attaining independence, the Government has been widening 
its activities in economic and social spheres and is trying to 
help the country in its economic growth and is participating 
in an ever-increasing measure in the capital formation, 
saving and investment and other economic activities. 
^l 
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The Central Government has adopted a new 
classification of public expenditure from 1987-88 budget 
under this new classification all public expenditure is 
classified into 
(a) Plan expenditure (b) Non - plan expenditure 
2.4.1 Plan Expenditure;- The first major item of Central 
Government expenditure is plan expenditure. 
This is to finance 
a) Central Plan such as agriculture, rural development. 
irrigation and flood control, energy, industry and 
minerals, transport and communication, science and 
technology, environment, social sectors and others 
b) Central Assistance for plans of the states and union 
territories. 
The data given shows the plan outlay by Heads of 
development. 
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The table A-1 shows that in the total plan expendi ture , 
the highest allocation of fund was made for the energy 
sector. In 1991-92 the total fund allocated to this sector was 
30.5 percent of the total Planned expendi ture . The 
dominance of this sector continued to remain over the total 
planned expenditure during the •1990s however in 2000-01 
the expenditure over this head was 21.5 percent of the total . 
The expendi ture over this head has been constant during the 
study period. The sector that managed greater share in the 
planned expenditure of the Government over the years in 
social services. It confers a positive advantage on the 
community and the more developed these services arc. 
happier and belter off would be the people in the country . It 
aggregated 15.9 percent of the total planned expendi ture in 
1991-92. This sector registered a slow gain and absorbed 
21.2 percent of the planned expenditure in 1996-97. After a 
gradual decline in 1997-98, once again it convinced the 
planners of the need for greater allocation of funds for it in 
1998-99 which was 25.9 %, highest among all these years as 
seen in the table .A.-1, but in 2001-02 this sector failed to 
register its importance in reducing the social depr ivat ion 
and got a share of only 20.7 percent in the total plan 
expendi ture . 
The two important sectors that decides the destiny of 
more than 60 percent of population are agr icul ture & allied 
act ivi t ies and rural development. In 1991-92 only 5.2 
percent of the total planned expenditure was al located to 
M4 
this sector, the share of agricuUure and alHed activities in the planned expenditure has 
decHned slowly and reduced to 4.6 percent in 1997-98 as seen in table A-1 the 
exception being in the year of 1997-98. this declining trend of the share of agriculture 
and allied activities in the total planned expenditure continued and became 2.6 percent 
in 2001-02. Contrary to this, the Government expenditure on rural development formed 
an inverse U-Shape. Its share in the total planned expenditure firstly increased, then 
reached to its maximum and then declined. Its share was 6.9 percent in 1991-92 that 
reached to its maximum of 8.0 percent in 1996-97 and then declined. At the end of the 
fiscal year 2001-02, the share of the rural development expenditure in the total 
expenditure shrunk to 3.4 percent. The reason for this decline in expenditure on 
agriculture and rural development is the result of squeeze on capital expenditure apart 
from the problems created by the squeeze and capital expenditure there are some other 
areas of concern. Firstly, it is often alleged that the Government has generally violated 
the canon of the economy, which can be attributed to the fact that the public funds are 
recklessly squandered under plans and this infact is the reason why in spite of targeted 
money spending being realized, physical targets are seldom achieved. 
The statistical analysis of plan outlay of centre, state and union territories 
explains that on an average the highest amount of resources is allocated to energy sector 
followed by the social services during 1990-91 to 2001-02 the value of standard 
deviation and coefficient of variation show that there is consistency in the pattern of 
financing these sectors. 
The lowest amount of resources is allocated to special area, general services. 
Science and technology and general economic services. However pattern of financing 
these sectors are comparatively more consistent than the energy sector and social 
services sector for the same period. 
It can be seen from the table (A-2) that outlay on plan expenditure has almost been 
less than half of that of non plan expenditure while in the year 1990-91 it was 5% of the 
GDP while from 1996-2000 it hovered around to 4%. Such a development is the result 
of the pressure of forces originating from policies pursued by the Government. 
Table A-2 
Expenditure of Central Government (Plan and Non-plan) 
Year 
1990-91 
1996-97 
1997-98 
1998-99 
1999-00 
2000-01 
2001-02 
Average 
Std. Dev. 
Coeff ofVar. 
Plan expenditure 
5.0 
3.9 
3.9 
3.6 
3.9 
3.9 
4.0 
4.04 
0.44 
10.89 
Non-Plan expenditure 
12.3 
10.0 
10.3 
10.8 
11.5 
11.3 
12.0 
11.17 
0.85 
7.60 
Source:- Government of India, Ministry of Finance, Economic Survey, various issues. 
Policies which inflates non plan expenditure at the cost of planned expenditure because 
the three major components of non-plan expenditure that is interest, payment subsidies 
and defense expenditure consume away an alarmingly large proportion of non-plan 
expenditure and as a result they have generated self feeding process of their own which 
has been supported by numerous economic, social and political compulsions. 
The Central Government on an average made a plan expenditure of 4.04 percent of 
GDP during 1990-91 to 2001-02. Since the value of standard deviation is less than one, 
we can say that there is consistency in the plan expenditure. In comparison to plan 
expenditure on an average non-plan expenditure has been more. As far as the level of 
consistency is concerned, non plan expenditure is also consistent however it is less than 
plan expenditure. 
2.4.2 Non-Plan Expenditure:-
Its concept can be understood by the explanation given in the expenditure 
budget, which are as follows "Non-
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Plan expenditure is a generic term used to cover all 
expenditures of the government not included in the plan. It 
includes both developmental and non-developmental 
expenditure. Part of the expenditure is obligatory in nature 
e.g. interest payment, pensionary charges, and statutors to 
states part of the expenditure is an essential obligation of 
the state e.g. defence and internal security. Then there is a 
special responsibilities of the centre like external affairs, 
currency and mint and cooperation with other developing 
countries expenditure on maintaining the assets created in 
previous plan is also treated as non-plan expenditure 
similarly expenditure on continuing services and activities 
at level already reached in a plan period is shifted to non-
plan in the next plan e.g. education and health facilities. 
continuing research projects and operating expenses oi 
power station. Thus as more plan are completed, a large 
amount of expenditure on operation and maintenance of 
facilities and services created gets added to non-plan 
expenditure besides the interest on borrowings to finance 
the plan".'"* 
The major component of non-plan expenditure are 
Interest Payment: This item has grown both on 
account of growing debt obligation of the Government of 
India and rising level of interest. According to Economic 
Survey 2001-02. "This has been the single largest 
component of the non-plan revenue expenditure over the 
H> 
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years and is the outcome of past bor rowings . The r is ing 
level of fiscal deficit coupled with the changing pattern of 
its financing in the favour of market borrowings has led to a 
higher interest burden". '" The only way to contain the 
growth in this item is to scale down the bor rowing 
programmes of the Government-which in turn necessi ta tes 
greater resource mobilization on the one hand and the 
economy in expenditure on the other. Economic Survey 
2001-02 mentions "interest payments entail a large claim on 
public resources and severely impair the Governments 
capacity to spend on social sectors and infrastructures" . 
Subsidies: Holds an important posi t ion in public 
expendi ture and it amounts to negative taxat ion. A subsidy 
by implication helps one section of the communi ty by 
procuring resources from the rest of the society. Subsidies 
assumes significance when the market fails to bring about a 
change, because in a developing economy where the market 
system has not developed properly and where the 
dis tr ibut ion of income is extremely uneven and skewed the 
forces of supply and demand cannot be al lowed to operate 
unfettered, in this background, subsidies are a powerful 
instrument in the armoury of the government exerc is ing 
control over the functioning of the economy, however as 
revealed by the study on subsidies conducted by the 
National Insti tute of Public Finance and Policy (NIPFP) , the 
indirect cost of subsidies is much greater than the direct 
budgeted subsidies . Now a days unfor tunately , the vo lume 
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of subsidies have been accelerating with time mainly 
because of vested political interests - a fact vs'hich goes 
against the very objective for which they are being given, 
over - protection through subsidies has prevented the 
potential competi t iveness of the system from being real ized. 
Beyond a point, however the fiscal system cannot absorb 
such subsidies . In principle though the government decided 
to cut down subsidies, in practice it failed to do that, fhe 
Government has reduced the export subsidy, but is finding 
it difficult to cut down the fertilizers and food subsidies it 
is due to resistance from the big farmers lobby. As far as 
food subsidy is concerned it should be provided to the lower 
strata of the society. 
Defence: Another important component of non-plan 
expendi ture is the allocation for the defence sectors . No 
attempt at containing non-plan expenditure can succeed it 
defence is to be excluded. Containment of the growth of 
defence expendi ture involves some security risk. There is 
general agreement in the fact that there is cons iderab le 
scope to enhance the cost effectiveness of the defence 
expendi ture . Defence preparedness is one aspect of the 
coun t ry ' s existence which has to be accorded top priori ty at 
all cost and therefore the desirabili ty part should not be 
taken into account . Prime Minister Dr. ManMohan Singh in 
his capaci ty as the Finance Minister in his First Budget 
speech stated. "It is absolutely essential to ensure that a 
quest for economy in expenditure does not in any way 
U Q 
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compromise national security we must therefore, seek lo 
limit expenditure without diluting the efficiency and 
1 7 
effectiveness of our defence services". 
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SOURCEWISE FINANCING AND ITS IMPACT 
3.1 General Review of Plan by Plan Financing 
3.1.1 Review of First Five Year Plan 
The draft out line of the .First Five Year Plan was 
presented by the Planning Commission for the period from 
April 1951 to March 1956 but it was only in Decembei-. 
1952 that the final version could be presented to the nation. 
The main emphasis of the First Plan was to put in a 
sustained and vigorous efforts to rebuild the economy and 
to accelerate the tempo for economic development. The Plan 
Document mentioned "we are concerned that without a 
substantial increase in the production of food and raw 
material needed for industry it would be impossible to 
sustain a higher tempo of indirect development. The plan 
stated that in regard to transport, public authorities ha\e 
special responsibility. The Railways are nation-based 
enterprises, which has to respond to the needs of 
development, agriculture and industry. The state has further 
to take the initiative in linking up the whole country 
through a system of roads reaching over to village and in 
promoting development in new lines like shipping 
aviation".' 
The First Five Year Plan had a two fold objective, to 
rehabilitate the Indian economy devastated by the effects of 
the Second World War, and the partition of the country and 
S3 
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it proposed to initiate simultaneously a process of all round 
balanced development originally the Plan aimed at an 
outlay of Rs. 2069 crores in the public sector. It was laier 
raised to Rs. 2356 crores but the actual outlay turned out to 
be Rs. 1960 crores. The major part of the public 
development expenditure of the First Five Year Plan was to 
be utilized for the construction of irr igation works. 
electrici ty generating stations. roads and rai lways 
equipments which was supposed to set the ball of 
production activity rolling through out the entire field of 
agricul ture and industry. Viewed against this background, 
the First Five Year Plan was a plan of preparat ion for 
laying the foundation for more rapid development in future. 
Thus the First Plan sought to strengthen the economy at the 
base by removing the shortage of food and raw materials 
result ing from war and partition of the country . So the First 
Plan had to be biased towards agricultural development and 
to neglect the vast field of industry. 
In the First Plan as it was formulated initiaJh' 
the total domestic resources to be raised by way of taxes, 
loans, small savings etc. was Rs. 1258 crore as shown in ihe 
table (B-1) , the Balance from current revenues contr ibuted 
substant ia l ly although it was less than ant ic ipated, the 
addit ional taxation contributed Rs. 225 crores which was 
dis t r ibuted evenly among the various measures of taxat ion, 
like the surcharge on income tax, an increase corporat ion 
tax, addi t ional excise duties and import dut ies . Regarding 
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the contr ibut ion of railways it was less than what was 
expected due to increase in working expenses and due to 
recessionary condit ions in 1952-53 result ing in a fall in 
earnings. Regarding the market borrowings and small 
savings there was a smooth sailing with both the sources 
contr ibut ing significantly. ,at\^  ^'t'^ ^^/T, 
Table B-I t ]' 
Financing of Plan outlay in the Public Sector - FirsiFiVc Year Plaji^ 
(Rsr 
Item 
1. Balance from current revenues at preplan 
rates of taxation 
2. Additional taxation 
3. Market borrowinu 
4. Small Sa\ inas 
5. Contribution olRailwavs 
i 6. Surplus of Public Hnterprises 
7. Provident Fund (Net) Steel equalization 
fund (Net) And Balance of Miscellaneous 
Capital Receipts Over Non Plan 
Disbursement 
8. Budgetary Receipts Corresponding to 
External Assistance 
crores; 
Original 
Estimates 
570 
Realized 
i82 
270 
70 
521 
290 
255 
204 
24: 
115 
239 
189 
333 9. Deficit i-'inancinu 
*— 
Source: - Iyengar S. Kcsav, Fifteen Years of Democratic Planning. (1963). 
p. 132 & A.K .lain. Hconomic Planning In India. 1986, p. 131 
Deficit Financing - A provision of only Rs. 290 crores 
was made for deficit financing in the First Five Year Plan 
because the approach to deficit f inancing during this Plan 
was marked with caution and there was no expectat ion of 
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providing elaslicily in money supply, which was to come 
through the credit system. In actuality the amount was Rs. 
333 crores, even this high dose of deficit f inancing did not 
result in inflation and monetary instability because there 
was a good deal of excess capacity and cul t ivable waste 
land in the country, which was -accompanied by more than 
proport ionate increase in agriculture, there was also 
favourable monsoon and a relatively small increase in 
money supply coupled with repatriation of Ind ia ' s sterling 
balance. Thus on the whole in relation to the Plan outlax 
and the modest target for development, there was smooth 
sail ing in resource mobilization except in the last two years 
when deficit financing had to be stepped up. 
3.1.2 Review of F i n a n c i n s of the Second F i v e - Y e a r Plan 
'fa 
'fhc Second Five Year Plan was formulated in an 
a tmosphere of considerable optimism on the poli t ical front. 
the GoN'crnmenl had accepted the creation of a socialist ic 
pattern of society as the goal in 1954 and gave it a practical 
shape through the Industrial Policy Resolut ion of 1956. 
Thus the Second Five Year Plan was an industr ies and 
transport plan in contrast to the First Plan which was 
essential ly an agriculture and irrigation Plan. It sought . 
make the economy more dynamic in terms of economic , as 
well as social ends through the building of basic industr ies 
and reorganiza t ion of the rural economy through agrari 
reforms, communi ty development and coopera t ion . 
^c 
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As can be seen in the table B-2 the Plan provided for 
addit ional taxation to the extent of Rs. 450 crores there was 
an uncovered Gap of Rs. 400 crores in resources and it was 
expected that in any case additional taxation would not 
exceed Rs. 850 crores but actually it amounted to nearly Rs. 
1052 crores which was considerably in excess of the 
original target and imposed a heavy strain on Indian 
Economy. 
Tabic B-2 
Financing of Plan outlay in the Public Sector-Second Five Year 
Plan 
(Rs. 
crores) 
Item 1 Estimated 
1. Balance from current revenues ! 350 
2. Contribution of Railways il50 
3. Surplus of public enterprises I (b) 
4. Loans from the public 1 700 
5. Small savings (net) j 500 
6. Provident fund (net) j 185 
7. Steel equalization fund (net) I 40 
8. Balance of Miscellaneous capital receipts i 25 
over non-plan disbursement ! 
9 Total (1 to 8) 
10. Additional taxation including measures to 
increase the surplus of public enterprises 
11. Budgetary receipts corresponding to 
external assistance 
12. Deficit Financing 
Aggregate Resources 
1950 
450(d) 
800 
1200 
4800 
Realized 
-50 1 
150(a) 
(b) 
780(c) 
400 
170 
L 3 ^ J 
22 
1510 
1052 
1090(e) 
948 
4600 
Source: - Government of India, Planning Commission, Third Five Year Plan 
Document, p-95. 
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Notes: -
a) Inclusive of increased fares and freight 
b) Included in items 1 and 8 in the table. 
c) Includes inxestment by the stale bank out of P.L. 480 funds 
d) In addition there was a gap of Rs. 400 erores lo be covered by 
additional domestic effort. 
e) This includes investment of P.L. 480 funds by the Reserve Bank 
in special sccui'ities in 1960-61. 
liven with this measure of additional taxation the 
proport ion of lax revenues to national income rose from 
about 7.5 percent of the national income at the beginning oi' 
the Second Plan to about 8.9 percent by the end of that plan. 
As compared to the First Five Year Plan, the dose of deficit 
financing in the Second Plan \sas rather excessive and 
resulted in inflationary pressure. The wholesale price Index 
base (base 1952-53 = 100) for all commodit ies rose to 13 1.4 
and for food articles 138.8 by 4"' May. 1963 
3.1.3 Review of Financing of the Third Five Year Plan 
The Third Five Year Plan, it was believed would be 
playing a strategic role in India ' s economic development 
making her a self-reliant and self-generat ing economy 
al though it was for the Second Five Year Plan to ini t iate 
such a strategy. Yet it was the Third Five Year Plan, which 
explici t ly stated the objective of self-reliance as the major 
goal of planning in the country. The Planning Commiss ion 
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opined " h is imperative that over the next three Plan 
periods ail the possibilities of economic growth should be 
fully and effectively mobilized, for this purpose it is 
essential to proceed on the basis of a broad strategy oi 
economic development, which will ensure that the econom\ 
expands rapidly and becomes Self-reliant and self-
generat ing within the shortest possible period"." 
As can be seen from the Table B-3 the estimated 
balances for the current- revenues for the 'fhird Plan Period 
was at Rs. 850 crores whereas in actualit\ ' they turned out to 
be a negative figure of the amount of Rs. 419 crores ai 
1960-61 rates of taxation which was mainly due to increase 
in non-plan expenditure following the wars oi" 1962 and 
1965 and the rise in prices. There was also deter iorat ion of 
Rs. 115 crores in the surplus of public enicrpr iscs on 
account of higher working expenses, this together with the 
increase of Rs. 173 crores in domestic borrowing. Rs. 223 
crores in budgetary receipt corresponding to external 
assis tance and Rs. 583 crores under deficit financing 
accounted for the increase of Rs. 1077 over the original 
est imates of resources for the Plan. While Rai lwaxs have 
always been mentioned, the surplus from other enterpr ises 
figured for the first time in the Third Plan when thcs 
contr ibuted Rs. 373 crores against the target of Rs. 450 
crores which made significant contr ibut ion towards 
mobi l iz ing resources for development p rogrammes . In the 
Third Plan the original estimates for addit ional taxat ion was 
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Rs. 1710 crore but aclually Rs, 2892 crores were raised 
which was more than twice the amount actually envisaged. 
The relatively slower rate of growth in tax revenue 
raised bs' the Stale Government was not only due to the 
relative inelasticity of State taxes but also due to their 
reluctance to impose additional taxation on the agr icul ture 
sector. 
Table B-3 
Financing of Plan Outlay in the Public S e c t o r - T h i r d Five \ ear 
Plan 
(Rs. 
crores) 
Items j Estimated 
1 .Balance from current revenues j 
2. Contribution of Railways. 
3.Surplus of the public enterprises ai 1960- 1 
61 fares, freiaht & tariff. ; 
4. Loans from the Public (net)' 
5. State Provident Funds. 
6. Small Savings. 
7. Annuity deposits, compulsory deposits, 
prize bonds & gold bonds. 
8. Steel equalization fund (net) 
9. Miscellaneous Capital Receipts (net). 
10. Budgetary' Receipts Corresponding to 
external assistance (net) 
11. Additional taxation including measures 
to increase surplus from Public enterprises 
12. Deficit Financing 
Aggregate resources 
550 ! 
100 1 
550 T 
800 \ 
265^ •--- -
600 
105 ' 
170 _ 
2200 ' 
1710 
550 
7500 
Realized 
-419 
62 : 
435 
823 
J T^ 6 
565 
117 
34 
238 
2423 
2892 
! 
1133 
8577 1 
Source: - Government of India, Planning Commission, Draft Fourth Five Year 
Plan, 1969-74, p.73. 
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'inclusive of net boiTowings b}^  public enterprises from the 
market and Life Insurance Compaiiy. 
Deficit Financing:- keeping in mind the rise in prices 
that occurred during the Second Plan period and in view of 
the fact that there was no cushion of foreign exchange 
reserves that could be drawn upon as a offset to deficit 
f inancing. There was a proposal for putting a limit to tlie 
deficit financing in the Third Five Year Plan to the 
minimum warranted by the genuine monetary needs of the 
country and it was kept at Rs. 550 crores. However m. 
actuali ty it turned out to be of the magnitude of Rs. 183^ 
crores and was a highly disturbing trend, this proved highl \ 
inflationary and created disastrous conditions for the Indian 
economy. One method of reducing the inflationary potential 
of the 'fhird Plan was to find out such sources of financing 
the plan as were not inflationary, this was possible if the 
share of private enterprise in the plan was increased. The 
advantage of giving a greater share in total investment to 
the private, enterprise was to avoid a high level of deficit 
f inancing - private enterprise possesses resources , which it 
could invest in the plan projects without the need of the 
government raising more revenues through addi t ional 
taxat ion, surplus of public enterprises and foreign aid. 
3.1.4 Review of Financing of tlie Fourth Five Year Plan 
The Fourth Five Year Plan should have been in the 
normal course commenced on 1966 on the expiry of the 
C\ 
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Third Five Year Plan. However the new Fourth Five Year 
Plan could officially start only from April 1, 1969. Three 
financial years between the end of the Third Plan and the 
commencement of the Fourth Plan has been covered by the 
Annual Plans. 
Tabic B ^ 
Financing of Plan Outlay in the Public Sector-Fourth Five Year 
Plan 
(Rs^_crorcsJ 
Item Estimated 
1. Balance from current revenues 2,455 
Actual 
-236 
2.Additional ta.xation including measures to 
increase the surplus of public enterprises 
2,709 4280 
3. Surplus of public enterprises exclusive of 
yield from measures adopted for raising 
additional resources from the plan. 
4.Loans from the public including state 
enterprises borrowing from the market and 
term loans from financial institutions (net) 
2029 
i,278 
; 5. Small savings 800 
* 6. Others' ,967 
7. Budgetary receipts corresponding to 
external assistance 
r< 8. Deficit Financinu 
Aggregate Resources 
2.614 
850 
,135 
3.145 
1.162 
2.231 
2.087 
2,060 
15,902 16,160 
Source:- Planning commission, A Draft outline of the Fourth Five Year Plan P-
77 and A.K. Jain, Economic Planning in India, p-131. 
Note: - ^ Includes annuity deposits, compulsory deposits, prize 
deposits, gold bonds, state provident funds or unfunded debt, state 
equalization fund, miscellaneous capital receipts. 
r.?_ 
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The Scheme of financing the Fourth Five Year Plan as 
envisaged was to have a distinct departure from that of the 
Third Plan and the three Annual plans. It was specially 
designed to serve the objective of growth with stabil i ty and 
promote progress towards self-reliance. 
The objective of the Fourth Five Year Plan was to be 
mobilized more domestic resources without depending upon 
deficit financing to a great extent. However as can be seen 
from the table B-4, the domestic budgetary resources did 
not contribute to the expected extent and the two sources of 
financing namely external assistance and deficit financing 
contributed a large chunk of the financial resources . Too 
much dependence upon these sources of f inancing is not 
free from economic and political compl ica t ions . As a result 
of this, economic instabilitv reached to a high decree bv the 
end of the Fourth Plan. 
The contribution of balance from current revenues at 
pre-plan rates of taxation was negative a l though the public 
sector in India expanded fast particularly after the Second 
Five Year Plan and a number of commercial under tak inus 
was set up with these enterprises having assumed 
commanding heights in the Indian economy However they 
have not contributed much to the financing of the Plan. In 
the Fourth Plan against a target of Rs. 2029 crores the 
actual sum raised was Rs. 1135 crores while the col lect ion 
from small savings totalled Rs. 1,162 crores as against a 
C n ^ 
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target of Rs. 800 crores and loans from the public was 3.145 
crores as against the anticipation of Rs.3278 crores. This 
success was mainly due to the improved condit ion in t!ic 
Indian money market. Further the Nat ional izat ion of tiic 
Life Insurance Corporation of India and the Imperial Bank 
of India provided greater opportunit ies to the government lo 
borrow. During 1966-69 the anticipated deficit financing 
was Rs. 335 crores but the actual figure was Rs. 68 crorc . 
Accordingly the original Fourth Five Year Plan as drafted m 
1966 had no place for deficit financing when it observed 
"Deficit Financing will have to be avoided"."' Keeping this 
in mind, the target of deficit financing was kept at Rs. 850 
crores . However in actuality it turned out to be Rs. 2,060 
crores about two and a half times the target. There were 
some factors also, which were partly responsible such as 
war with Pakistan, expenditure on refugees increase in non-
development expenditure , reluctance on the part of the State 
Govt, for mobil iz ing resources. But as a matter of fact 
deficit financing on a massive scale did no good. The 
inflationary potential of the Fourth Plan was greatly 
increased by the fact that the targets of agricul tural and 
industrial product ion were based on unreal is t ic assessment 
and wishful th inking rather than on the scientific 
assessment of the si tuation. 
CM 
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3.1.5 Review of Financing of the Fifth Five Year Plan 
The Draft Fifth Five-Year plan was introduced to 
maintain continuity. It was implemented through the Annual 
plans till Sepl, 1976 when the National Development 
Council approved it. Although "the Planning Commission 
had presented a document towards an approach to the Fifth 
Plan under Mr. C. Subramaniam in 1972 but soon Mr. 
Subramaniam was replaced by Mr. D.P. Dhar who initiated 
fresh thinking on the subject and his paper formed the basis 
of the finalizalion of the Fifth Plan. According to the Fifth 
Five Year Plan document "Removal of poverty and 
attainment of self-reliance are the two major objectives that 
the country has set out to accomplish in the Fifth Plan. As 
necessary corollaries they require higher growth, better 
distribution of incomes and a very significant step up in the 
domestic rate of saving"."^ 
Following the hike in oil prices and a sharp increase 
in the import prices of certain other important commodities 
like fertilizers and food grains. India's balance of payments 
came under heavy pressure during 1974-75. However with a 
tightening of the tax administration the tax revenue showed 
an increase and it was for the first time in the Fifth Plan 
that balance from current revenues contributed Rs. 9,880 
crores as can be seen in the table (B-5) because in the 
earlier plans the balance from current revenues has been 
either negative or negligible. 
Gb 
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Table B- 5 
Financing of Plan outlay in the public Sector - Fifth Five Year 
Plan 
Item 
(Rs. crores) 
Estimated Realized 
1. Balance from current revenues 7,348 9.880 
2. Additional taxation including measures 
to increase the surplus of public 
enterprises. 
6.850 7,056 
3. Surplus of public sector undertakings 
exclusive of yield from measures adopted 
for raising additional resources for the 
plan. 
5,988 2,58: 
Mainly through domestic borrowings 
1. Loans from the public including state 
enterprises borrowing from the market and 
term loans from financial institutions (net) 
7232 
2. Small savings (net) 1.850 
3. Others 1,998 
4. Deficit Financing 1.354 
7,431 
2.182 
2,86i 
3,560 
5. External Assistance 
Aggregate Resources 
5,834 
39322 
5,209 
40712 
Source: - Anil Kumar .Iain, Economic Planning in India, Ashish Publishing 
House. 1986. p. 115. 
Note: - * Includes annuity deposits compulsory deposits prize bonds, 
gold bond, state provided funds or unfunded debt, state equalization 
fund, miscellaneous capital receipt and other. 
Surplus from Public Enterprises - During the Fifth 
Plan the gross surplus of central and state enterprises was 
GQ 
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expected to contr ibute Rs. 5988 crores towards the 
financing of the plan but infact they contr ibuted only Rs. 
2583 crores . The detoriation was due to the fact that 
rai lways had shown a negative balance of the order of Rs, 
1,818 crores , owing to the factors that there was a slow 
srowth of traffic, increase in workine, expenses due to the 
revision of emoluments of railway employees and rise in the 
prices of fuel, stores etc.. moreover two major non-
departmental undertakings of the state enterprises namel\ 
State Electrici ty Board and State Road Transpor i 
Corporat ion presented a dismal picture. 
External Assis tance: As against a estimated target of 
Rs. 5,384 crores . The actual amount was Rs. 5209 crores 
this was due to the objective of self reliance pursued since 
the Fourth Five Year Plan. 
3.1.6 Review of F inanc ing of the Sixth Five Y e a r Plan 
The Sixth Five Year Plan was launched under very 
difficult condi t ions . Though it was initiated in 1980s the 
Planning Commiss ion could present its final form only in 
January, 1981 and was part of a cont inuous movement of 
Indian Economy towards the desired goals of Growth , 
removal of poverty and achievement of se l f - re l iance. 
Accord ing to the Planning Commission the difficulties 
in the preplan included. "The acute inflat ionary pressure 
which had prevai led since March 1979, a set back in the 
4 ^ 
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functioning of such critical sectors such as power , coaL 
rai lways and the steep increase in the price of petroleum 
products resulting in a increasing deter iora t ions in the 
nations terms of trade and balance of payments".^ 
Table B - 6 
Financing of Plan outlay in the public sector - Sixth Five Year 
Plan 
(Rs. crores) 
Item 
A. Domestic Budgetai-y 
Resources. 
i) Balance from current 
revenues 
ii) Contribution of 
public enterprises 
iii)Additional Resource 
Mobilization 
a) Additional Taxation 
b) From public 
enterprises 
iv) Market borrowings 
v) Other Internal 
private savings 
B. Inflow of foreign 
resources 
C. Deficit Financing 
Aggregate resources 
At 1979-80 
Original 
Estimate | 
Rs. 
crores 
81,570 
14,480 
9,390 
12.250 
8,7800 
19,500 
16,900 
10,930 
5,000 
97,500 
Percent 
84 
15 
10 
13 
9 
20 
17 
11 
5 
100 
At Current Prices 
Realized ! 
Rs. crores 
86,610 
1.890 
5,810 
20.150 
12,820 
22,120 
23,820 
8,530 
15,680 
1,10,820 
P-ercent 
2 \ 
5 : 
18 1 
18 
21 1 
20 
21 
8 
14 
100 
Source: - Planning commission Seventh Five Year Plan Vol.1 compiled by 
Ruddar Duit S. and Sundaram, Indian Economy. 
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From the above table no. (B-6) it can be seen that 
although the plan provided for Rs. 14,480 crores under the 
Balance from current revenues but in actual terms only Rs. 
1,890 crores could be made available, this deter iorat ion 
could be attributed to the fact there was a sharp rise in non-
plan expenditure partly resulting from inflationary pressures 
developed during the Sixth Plan period. 
The estimates of financial resources indicated in the 
Sixth-Plan document had shown an uncovered gap of Rs. 
5,000 crores for financing the public sector plan, this was a 
modest amounl . which was not expected to create an> 
inflationary pressure. However in practice not only the 
actual outlay in nominal terms on the Sixth Plan was greater 
than the planned outlay but the resources available from the 
current revenue balance and public enterpr ises was 
substantial ly lower than what was contemplated , hence the 
actual resource Gap for the Sixth Plan turned out to be 
larger than anticipated. The Government managed to make 
up partly this resource gap by raising larger resources 
through small savings and additional resource mobi l iza t ion . 
This was howcxcr not enough to keep deficit f inancing at iis 
targeted level. 
The actual deficit financing during the Sixth Plan thus 
was as large as Rs. 15,684 crores. The gross surplus of 
public enterprises was Rs.5810 crores as against the 
original estimate of Rs.9,390 crores . The domest ic 
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budgetary resources could meet only Rs. 78 percent of the 
total plan outlay as against the expectation of 84 percent in 
the plan likewise foreign assistance along with foreign 
balance were expected to provide 1 1 percent as against the 
actual 8 percent only. As were earlier expected b\ ihc 
cri t ics, the uncovered gap went up from 5.000 crores lo as 
high as Rs. 15.680 crores from a little more than 5 percent 
to over 14 percent of the total plan outlay. From the a b o \ e 
it can be concluded that the pattern of financing of the Sixth 
Plan was materially very different from that conceived in 
the original Plan. The Government failed to check the rise 
in prices. As a result, a continous increase in non-plan 
expendi ture led to a reduction in budgetary surplus on 
account of lack of adequate improvement in the efficienc\ 
and product ivi ty of public enterprises. 
3.1.7 Review of Financing of the Seventh Five Y e a r Plan 
The draft of the Seventh Five Year Plan was approved 
by the National Development Council in November 9 .1985. 
The development strategy adopted for the Seventh Plan 
aimed at a direct attack on the problems of p o \ e r t \ , 
unemployment and regional imbalance. 
The total outlay envisaged for the Seventh Plan was 
Rs. 3 ,48,148 crores . Out of this Rs. 1,80,000 crores had 
been earmarked for the public sector and the ba lance of Rs . 
1,68,148 crores for the private sector in nominal terms the 
total publ ic sector outlay of the Seventh Five Year Plan was 
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8.5 percent grealcr than that of the Sixth Plan. After making 
al lowances for the price rise during the intervening period 
the increases still came to about 60 percent. 
Balance from current revenues - In this category the 
data of the Seventh Plan showed a deficit of Rs. 5249 crorcs 
as shown in table (B-7). compared with the previous two 
plans. 
Tabic B - 7 
Financing of Plan outlay in the Public Sector-Seventh Five Year 
Plan 
Items 
1. Domestic budgclar)' 
resources 
i. Balance from curreni 
revenues 
ii. Conlribulion ol public 
enterprises 
iii. Additional resource 
Mobilization 
11 Capital receipts (net) 
III. External Assistance 
IV. Deficit Financing 
I to IV Aggregate Resource 
Orif^ina 
Rs. 
crorcs 
74.93 S 
-5.249 
35.485 
44.702 
73.062 
18.000 
1 14.000 
1 1.80.000 
1 Estimate 
Percent 
41.6 
-2.9 
19.7 
: 24.8 
40.6 
10.0 
7.8 
1 100.0 
(Rs. 
1 
i Rcali 
i 
1 
i R s . j 
' crorcs 
! 30.964 
1 
-14508 
; 14.083 
1 13.391 
' 103.226 
: 16.124 
i 28.256 
I 1.78.870 
crorcs) 
,^ed 
Percent 
17.4 
-8,1 
7.9 
17.6 
il7.8 
9.0 
15.8 1 
100 i 
Source: - Planning Commission. Eight Eive Year Plan Document (1992-97) 
Vol. 1 P.109 
Surplus from public enterprises - The cont r ibu t ion 
under this head was expected to be of the amount of 
Rs .35,485 crores . However, keeping in mind its past 
> \ 
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performance, this was an amount, which was possible onh 
by raising administered prices of the products of public 
enterprises too sharply. The actual contribution turned oui 
to be much less. It generated resources amounting to onh 
Rs. 23,394 crores that is 10.8 percent of the total resources 
required for the Seventh Plan against the contemplated 19.7 
percent. 
Deficit Financing - As can be seen from the table (B-
7) the Seventh Plan had left a gap of Rs. 14,000 • crores 
between the plan outlay and the aggregate resource 
available. This gap was to be met by taking recourse U' 
deficit financing within safe limits. However the 
Government failed to do this. There was three main reasons 
for this. First the actual outlay on the plan in nominal terms 
was higher by around 26.8 percent which required larger 
resources in nominal term second, the negative balance 
from current revenues turned out to be as large as 14,50 8 
crores. Third, the public enterprises did not generate the 
expected resources hence the actual deficit financing under 
the Seventh Five Year Plan was as large as Rs. 28,256 
crores and this generated considerable inflationary pressure. 
The Government tried to contain this trend by a number of 
measures, such as reduction of budgetary support to the 
central plan, withdrawal of overdraft facility to the states 
bringing into tax net, oil etc. but all these attempt to 
contain deficit financing failed in the face of mounting non-
plan expenditure. 
^ 2 . 
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External Assistance 
This item recorded a fall in its share in the Seventh 
Five Year Plan as compared to the original estimates. This 
is because of the deteriorating environment for official and 
concessional capital both bilateral and multilateral in the 
absence of concessional capital flows greater reliance had 
to be placed on external commercial borrowing in recent 
years. 
3.1.8 Review of Financing of the Eight Five Year Plan 
The Eight Plan came into operation from April 1, 1992 
since the Seventh Five Year Plan came to an end on 3 1 ' 
March 1990, it should have commenced from April 1. 1990 
but it could not keep the schedule on account of political 
changes in the two years preceding it. According to Eighi 
Five Year Plan Document. "Planning in our country still has 
a large role to play Planning is needed for creating social 
infrastructure and for human development. Market may be 
able to bring an equilibrium between "demand" and 
"supply" even in this sphere but market mechanism will not 
be able to bring a balance between the "need" and supply. 
Therefore, planning in this area will remain important".^ 
The Eight Five Year Plan was approved at a time when 
the country was going through a severe economic crisis 
caused by a critical situation in the balance of payments, a 
'^J, 
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rising debt burden, ever widening budget deficit, mount ing 
inflation and recession in Industry. 
Table B - 8 
Financing of Plan Outlay in the Public Sector-Eight Five Year 
Plan 
(Rs 
crores) 
I 
horns 1 Ori<;inal Plan 
1. Domestic Rcsoui ccs 
(a). Balance from Cmieni Re\enue. 
(b). Contribulion of public enterprises 
C. Borrowings <*c Miscellaneous 
Capital Receipts (net) 
Total l (a to c ) 
11. Net Capital InlloN\ from abroad 
III. Deficit rinancine 
IV. Aggregate Resources (J+IRIII) 
V. Assistance for slate plans 
j VL Resources for the public sector 
1 (IV+V) 
35.005(8.1) 
148.140(34.1) 
^0^^55(46.6) 
385.400(88.8) 
28.700 (6.6) 
20.000 (4.6) 
434.100(100) 
0 
434.100(100) 
Realized 
-39.563 (-10.3) 
1.31.449(34.2) 
240.215(62.5) 
,332.101 (86.4) 
n9.234 (5.0) 
33,037(8.6) 
3,84.372(100.0 
3.84.372 
Source: - Compiled and computed from the Eight Five Year Flan Documeni. 
(1992-97) Vol. 1. p. 157. and Ninth FivcVcar Plan. 1997-2002. Vol. 1, 
p.l87. 
As can be seen from the table (B-8) the est imate from 
the balance from current revenues was highly optimist ic 
accounting for 8.1 of total resource in reality, however the 
BCR turned out to be significantly lower reducinii its share 
to 1.2 percent . The actuals for CPSEs , turned out to be 
1,31,449 crores which was 6,681 crores less than the 
projected est imates . The central public sector enterpr ises 
was unable to mobil ize funds from the market through 
bonds to the expected level. The adverse money/capi ta l 
market condit ions and some inherent weakness of PSUs 
~au 
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were responsible for this shortfall. The inability to 
undertake price revisions to meet the rising input cosis 
resulted in poor financial performance of most of t!ic 
under takings . Hence they could not compete successful!) ' 
with the private corporate sector for funds in the market. 
Even the central public sector enterprises, which were 
allowed access to tax-free bonds found it difficult to raise 
funds from this measure as per target in some of the years 
because of high market rates of interest. The financial 
performance of the state level public sector enterprises 
(SLPSEs) especially the State Electricity Boards (SEBs) has 
been more discouraging. Only three of the SEBs could earn 
posit ive rate of return on investment against the siatutorx 
obligation for a three percent rate of return. 
Borrowing - The deterioration in BCR necessitated 
greater dependence on borrowing for plan financing. Ih i s 
has been done because political instability at the Centre 
prevented the Central Government from tapping tax and 
non-tax revenues by bringing more people under the tax net 
or real izing more from those who by making use of both 
legal and illegal devices pay much less tax. 
External Borrowing - Net inflow of budgetary 
resources from abroad in the form of external loans and 
grants amounted to Rs. 19234 crores as against a projected 
amount of Rs. 28,700 crores. This was due to the fact that 
the propor t ion of repayments which const i tuted about 45 
^ 5 
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percent of gross external borrowing in the initial year, shot 
up to about 73 percent in the last year of the Eight Plan. 
Rupee depreciat ion during the plan also contr ibuted to the 
rapid decl ine. 'I'hese factors resulted in reducing the 
component of net external borrowing after making provis ion 
for repayment of past borrowing and adjustments 
necessi tated by fall in the exchange rate of rupee" 
To sum up the review of plan financing reveals the 
following dis turbing trends 
1. Negat ive Balance from current revenues. 
2. Shift in favour of indirect taxes. 
3. Mount ing non-plan expenditure part icular!) interest 
payments and subsidies. 
4. Grow ing dependence on market borrowings . 
5. Shortfall in the contribution of public enterpr ises 
6. Mount ing public debt and debt servicing burden 
7. Reduction in the budgetary support to the Central Plan 
by permit t ing the Central Public under takings to raise 
resources b\' floating bonds. 
To overcome these imbalances, correct ive actions are 
needed for remedying the situation and to avoid the danger 
of debt t rap . Most of the disturbing trends are interrelated 
and have to be tackled together for example , reduct ion in 
bor rowing will only take place when there is surplus on 
revenue account for financing the plan. This could call for 
increasing tax and non-tax revenue and s imul taneous ly 
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reducing the non-plan expenditure by way of curtailing,, 
wasteful expenditure; phasing out of subsidies. There are no 
soft option in this area. In the absence of hard decisions, the 
vicious circle of interest payments leading to larger 
borrowings and larger borrowing resulting in larger interesi 
payments will continue. Even in case of public contribution 
of public enterprises; there are no soft options".^ 71ierefore 
corrective action should be taken and indicated as soon as 
possible before the situation becomes irretrievable and also 
conclusion can be drawn that the Government should avoid 
deficit financing at all costs, reduce dependence on external 
assistance to the unavoidable minimum and increasingly 
rely on domestic budgetary resources by restricting its 
current expenditure and succeed in generating a surplus. 
In a country like India however no single source can 
be relied upon to raise the necessary resources. Further each 
source has its own merits and demerits. Hence the different 
source should be judiciously combined, such combination 
will depend upon a host of factors namely relative 
contribution of each in the past, nature and development of 
the economy and socio-political frame work. Moreover the 
pattern of financing ought to change with the changed 
circumstances as the economy progresses. For making 
development an independent and self-sustained process, 
internal source should be preferred over external sources. 
However, depending excessively on internal resource is not 
feasible in an developing economy because consumption can 
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be lessened only upto a certain limit as a consequence 
internal resource will have to be supplemented by external 
ass is tance since the Government is committed to implement 
all the development projects even without finding the 
necessary finances, it takes the help of deficit f inancing 
which is the gap in expenditure over revenues. An optimum 
combinat ion of sources for economic development has been 
arrived at by taking into consideration the above facts. 
Taxat ion: - Is an important source of resource 
mobil izat ion since in India there is wide spread prevalence 
of inequali t ies of income and wealth. It is suggested that 
these countries should adopt steeply progress ive direct 
taxes and widespread indirect taxes. 
However both the two forms of taxes has its own share 
of demeri ts and merits. Although direct taxes satisfies the 
equity condit ion but it covers only a small fraction of the 
total populat ion. Moreover there are economic and 
adminis t ra t ive constraints associated with the raising of 
resources . Therefore there is increasing rel iance on indirect 
taxes for increasing the coverage but at the same time it is 
regress ive in nature. 
Public Loans - As per advocated by classical 
economis t s , this method of raising resources was to be used 
only under exceptional circumstances but recent ly it has 
emerged as an important source mainly because of the 
fol lowing reasons. 
^ 9 > 
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i) There has been a change in economic thinking 
brought about by Lord J.M. Keynes 
ii) There has been an emergence of money and credit 
economy 
iii) Security of creditors 
Since people resist the imposition of taxes and also ii 
cannot raise sufficient resource and also it cannot raise 
sufficient resource public borrowing have to be resorted to. 
Public Enterprises - Since in India, per capita income is low 
it is not easy to mobilize personal savings. Since taxation 
involves compulsory payment it is likely to have an adverse 
effect on work, effort and savings. The Government of India 
owns enterprises, which are of strategic importance as weii 
as those of commercial undertakings, which has to be 
operated so as to yield profit and add to the resource to 
finance public sector outlays. One major advantage with 
public enterprises is that it does not entail any wasteful 
expenditure and has surplus which would suffice for a 
reasonable expansion in their business and contribute 
towards planned development. However, this source of 
financing should be used with due care because the 
Government may exploit its monopoly position to raise 
prices at its whims and at times this may be done to screen 
inefficiency. 
If the internal resources are not sufficient, then 
recourse can be to external resources which may be in the 
• ^ -
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form of loans, grants or aid from international institution 
and foreign Governments or it may be through b u s i n c 
investment. The role of external resources is visualized noi 
only for the developing countries but it has been an 
important source of finance for the developed countries as 
well under the proper plan frame work, external resource 
by making availability of a high potential productiv'^ 
capacity, can help in realising plan objectives much mor 
rapidly as they help in bridging the gap between capita! 
requirements and domestic capital for saving. However , ii is 
desirable that foreign aid or loan should be used in a limited 
way in financing the plans because many a times it is tied 
up with non-economic consideration and during emergencx 
or war its use has to be suspended. Therefore in the initial 
stage of planned development when domestic resources arc 
scarce, external assistance should be used for product ive 
purpose and in later stages it use should be reduced 
progress ively. 
Even after taking recourse to internal as well as 
external source, finance may still fall short of because there 
will remain a gap between available receipts and total 
investment necessary for rapid economic deve lopment hence 
deficit financing will have to be used as a last resort . 
However , this source has its own d isadvantage because 
there is a long gestation period between investment and 
real izat ion of the output from new investment but to 
overcome this time lag, the Government pumps in increased 
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money supply in the hands of the public and imbalance is 
created between the demand and supply of consum.ption. 
Hence there is a danger of inflationary pressure being 
created. 
From the above analysis, it is clear that no opt imum 
combinat ion of sources can be set which may be use fu lh 
adopted under all circumstances. In general differeni 
sources will have to be used simultaneously and which, 
source will have to tapped more will depend upon a number 
of factors. The choice of an optimum combinat ion of 
sources will depend upon se\eral factors such as the 
relat ive contr ibution of each in the past the socio-pol i t ical 
si tuation at the time of formulation of the plan and the l e \ e l 
of development of the economy moreover the reliance on 
different sources of financing will have to be reviewed from 
time to t ime in the light of the changed c i rcumstances . 
9s\ 
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THE NINTH FIVE YEAR PLAN AND THE CHANGING 
SCENARIO 
The Ninth 1-ive Year Pan doeumcnt was released b> 
the Planning Commission only on Mareh, 1999 allhoiigh ii 
officially commenced on April 1, 1997, and this delay of 
two years was attributed to the compulsion of the coalition 
politics on the one hand, and the change of the Government 
at the Centre on the other. 
I'he Ninth hive Year Plan follows the concept oi 
Indicative Planning introduced during the Eight Five Year 
Plan. In this planning there is a focus on planning for 
policy, so that the signals that are sent to economic system 
induce the various economic agents to behave in a manner 
which is consistent with the national objectives, 'fhe focus 
of the Ninth Plan is on Growth with Social Justice and 
Equity. 
4.1 Objectives of the Ninth Five Year Plan are as 
Follows 
1. Priority should be given to agriculture and rural 
development for generating adequate productive 
employment and for the eradication of poverty. 
2. Accelerating the growth of the economy with stable 
prices. 
3. Ensuring food and nutritional security for all 
particularly the vulnerable sections. 
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4. Providing basic minimum services of safe drinking 
water, primary iiealtli care facilities, universal primary 
education, shelter and connectivity to all in a tinic 
bound manner. 
5. Containing the growth of population 
6. Ensuring environmental sustainability of the 
development process through social mobilization and 
participation of people at all levels. 
7. Empowerment of women and socially disadvantageous 
groups such as Scheduled castes, Schedules tribes and 
other Backward classes and Minorities as agents of 
Socio-economic change and development. 
8. Promoting and developing people's participatory 
institutions like Panchayali Raj Instilulions, 
cooperatives and self help groups. 
4.2 Strategies of the Ninth Five Year Plan 
The Ninth Five Year Plan Documents mentions the fact 
that while government played an active role in Industry. It 
was under-active in areas especially related to social 
developments and this was reflected in a very slow pace of 
improvement in critical social indicator. The developnienl 
strategy of the Ninth Five Year Plan has therefore indicated 
the following policy initiatives. 
i. Our development strategy must be oriented in siicli 
a way so as to facilitate the private sector to reach 
its full potential for raising production, creating 
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II. 
111. 
IV. 
V. 
jobs and raising income levels in the socieiv. A 
vigorous private sector which operates under the 
discipline of competition and free markets, will 
encourage efficient use of scarce resources anci 
ensure rapid growth at least cost. Our policies nuisi 
therefore, create an favourable environment whicli 
encourages this outcome. 
Kelying on market forces does not mean tluil Uic 
stale has no role to play. The role oi^ the State is lo 
be reoriented, with the focus o\' attention shifting 
from regulating and controlling ihe private sectoi-
to increasing its participation in social developmeni 
specially in rural areas, therefore the State should 
pay specific attention to the following areas. 
Providing health care, education and safe drinking 
water to the majority of the population especially 
in the rural areas. 
Provide economic infrastructure which includes the 
provisions of power and energy, and the 
development of roads, ports, railways, 
telecommunication, municipal services etc. li 
should also give priority to those areas of 
infrastructure where the participation of the private 
sector is likely to be limited 
For developing the agriculture sector there should 
be substantial investment in economic 
infrastructure in the form of irrigation, rural roads. 
^5 
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creation of organized markets and promotion of 
research. 
vi. There should be a phased reduction in the levels of 
protection given to industry and the export market 
for agricultural production should be opened so thai 
terms of.trade are shifted in favour of agriculiurc. 
thus helping in raising the rural income. 
vii. 'fhe Government should retain a majority slake in 
investment only in those areas which are ol 
strategic importance and where national security i^  
involved. For all other enterprises, the Governmeni 
has announced that as a general rule it will diluic 
its holding to 26 percent as early as possible and 
the resources generated through disinveslmcms 
should be used up to finance, schemes in Social 
Sectors, especially health and education, 
viii. 'fhe process of phased reduction in import tariffs 
should continue by the Government so as to bring 
them in line with levels which is prevalent in other 
developing countries. Steps should also be taken lo 
strengthen the anti-dumping machinery to ensure 
that the domestic industries is not subjected lo 
unfair competition, 
ix. Steps should be initiated for increasing the flow 
of foreign investment in the Indian economy 
because foreign investment does not add to 
country's external debt although it provides 
%Q 
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external resources to finance the balance of 
payments deficit. 
K. There should be mobilization of private investment 
to supplement the public sector investment in 
infrastructures especially in areas like electric 
power, telecommunication, railways, roads and 
ports, 
xi. There siiould be a adoption of a long time fiscal 
policy with a clear time path for reducing the fiscal 
detlcit to a sustainable level. Revenue deficit can 
be controlled by taking steps like improving tax 
revenues and cutting down non-plan expenditure 
and subsidies should be reviewed, 
xii. The Ninth Five Year Plan advocates the fact thai 
the role of the State and the private sector are 
complementary and both are essential. Private 
sector activity needs well functioning markets and 
hence there is a need for emphasizing on economic 
liberalization and decontrol, however there are 
many situations in which the unhindered operation 
of market force may give rise to outcomes, which 
may not be efficient, when seen in a broader 
national and social perspective. The Plan 
emphasizes on Four areas in which markets are 
likely to imperfect and hence state intervention is 
desirable. These areas constitutes the four major 
dimensions of state policy and they are: 
^ ^ 
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i). Quality of life 
ii). Generation of productive employment. 
iii). Regional Balance 
iv).. Self-reliance 
The above mentioned areas are being discussed in detail 
in the next section of this chapter 
4.3 The impact of the New Kconomic Policy on the 
Economic Development in the Context of Major 
Dimensions of (he State Policy 
'l^ie economic policies that were introduced in India 
following a balance of payment crisis and which formed the 
basis of the letter of intent of policies approved by the IMh 
are generally described as the programme of India's 
economic reforms. A consensus emerged that an economy 
that failed to reform itself would also fail to effectively 
tackle the problems of poverty and unemployment. A more 
open economy which does not suffer from excessive 
government control and regulations is necessary to bring 
about a rapid and sustained improvement in the quality of 
life of its people".' Although precipitated by unprecedented 
economic crisis, the economic reform were initiated in mid-
1991, were the culmination of a long search to find a 
durable solution and here an attempt has been made to 
9.S 
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analyze the impact in tlie context of four major dimensions 
of stale policy. 
i) Quality of life 
ii) Providing productive employment 
iii) Reduction in Regional Imbalance 
iv) Self-reliance 
4.3.1 Quality of life- The basic aim oi' an\ 
developmental planning is to provide an improved socio-
economic environment to the people. The socio economic 
status of a society/region is judged by the quality of life of 
the dwellers of that particulars region which includes the 
life expectancy of a person, the level of educational 
attainment in terms of literacy rate, infant mortality rale, 
maternity mortality rate, housing and sanitation facilities, 
supply of safe drinking water, availability of electricity. 
medical facilities etc. All the parameters are the indicators 
of the level of the development of a region of a country 
The Investmenl in all these sectors have a very long 
gestation period. In these field a very high risk are involved 
with a minimum profit margin. Since the main motto of 
private investmenl is to earn maximum profit. These sectors 
could not attract private investment at the convincing level. 
Moreover the goods and services of social care is ver) 
expensive and it is quite difficult for the poor strata of the 
9^ 1 
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society lo buy these goods and services at tiie price 
determined by the market forces. The establishment of llic 
National Renewal Fund and substantial increase m 
allocation for rural development, health and education in 
the budget for 1993-94 are indicative of Governmenrs 
concern for reform with a human face, this has helped in 
forging a national concensus in their favour. !l was 
therefore tiiought that when the New Economic l^olic\ 
regarding structural reform will be introduced by the 
government of India, it will be very difficult to attain these 
goods and services for the least affluent societies and hence 
the social indicators will be adversely affected by this 
reform since, I t is not feasible to include all the parameters 
mentioned above in analysis, for the sake of simplicity only 
seven parameters of the quality of life has been included 
which has been mentioned below. 
i) Life expectancy at birth 
ii) Literacy rate 
iii) Infant mortality rate 
iv) Birth rate 
v) Death rate per thousand 
vi) Availability of safe drinking water 
vii) Provision of sanitation facilities 
Information about the different parameters of quality of life 
is given. The average life at birth is the most important 
measure of the standard of quality of life in any region. 
O b 
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Tabic C - 1 
Trends of Social Sector Parameters in India 
Parameter 1980-81 
1 
(a) Total 
i) Male 
li) i^emalc 
54.4 
54.1 
54.7 
2. Literacy rate 
(a) Total 
i) Male 
ii) Female 
infant mortality 
rate 
Death Rate 
Birth Rate 
Community 
Health Centre 
Primary 1 lealth 
Centre 
43.56 
56.37 
29.75 
110 
12.5 
217(1981) 
5740 
Drinking wafer sup] 
(a) Rural 
(b) Urban 
"56.3 
(1985) 
72.9 
Sanitation Faeilitii 
(a) Rural 
(,b) Urban 
0.77 
(1985) 
28.4 
(1985) 
1990-91 1991-2000 
.Life expectancy 
55.9 
55.9 
55.9 
52.2 
64.1 
39.3 
80 
9.8 
29.5 
2071 
(1991) 
20450 
(1991) 
61.1 (93-97) 
60.4(93-97) 
61.8 
. 2000-01 
65.38 
75.85 
54.16 
70(1999) 
8.7 (p) 
26.1 (p) 
-
-
)ly (population covered in | 
73.9 
(1990) 
83.8 
98,0 1999 
(P) 
90.2 (b) 
's (population covered in pc 
2.4(1990) 
45.9 
(1990) 
9.6 
49.4 (b) 
Growth rate over 
tiie period 
Percentaf^e 
2.7 
" ~ ^ 3 . 3 l _ . 
2.1 1 
! 
9,3 1 
8,0 
9,3 i 
1 
19.83 1 
13.71 
32.1 
27.27 
21.6 
(1998-99) 
12,97 
(1998-99) 
, 
-
erccnta^^e) 
31.26 
14.95 
25,24 > 
18,3 
37,81 
12,5 1 
11,22 
11,52 i 
_ 
i 
- ( 
32.6 
• 7,6 ' 
reenta{;e) 
242.85 
61.61 
275,0 
7,4 
Source; - 1) (jovernmcnl of India, Economic Survey 1993-94 pp s-1, 147, 152 & 
154 
2) Government of India, Economic Survey 2000-01, p-208. 
3) Government of hidia, Economic Survey, 2000-01, pp - 257 s-1 
p = Provisional estimate 
(b) Ason 31" March 1997 
Latest authentic data with respect to coverage through private initiative is not known. 
The table (C-1) gives information about the different 
parameters of quality of life. The average life at birth is the 
most important measure of the standard of quality of life in 
Ri 
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any region. The table shows that in 1980-81 the average life 
of an individual of the Indian state was 54.4 years that 
increased to 55.9 year in 1990-91, but in the post reform 
period (1993-97), the expected life of an person at birth 
became 61.1 showing a much more improved performance 
in the post reform period as compared to pre-reform period. 
The expected life of females was greater than the 
expected life of males in 1980-81, which equalized during 
1990-91. But once again during 1993-97, the expected life 
of females became more than the males by registering an 
average life expectancy of 61.8 years for females and 60.4 
for males. The reform era has therefore shown better 
improvement in female life expectancy than the males in the 
post reform period, the performance of literacy rate has 
shown more or less the same trend as the life expectancy. 
The improvement in literacy rate has been more in the post 
reform period. The table reveals that the literacy rate in 
India was 43.56 percent in 1980-81, which increased to 52.2 
percent in 1990-91 and thereby registered an improvement 
of 19.83 percent. The total percentage of population that 
has been recognized as literate became 65.38 percent, in the 
post reform period (2000-01). In this way an improvement 
of 25.24 percent has been observed in the post-reform 
period. 
The data on literacy rate by gender breakup indicate 
that the improvement in literacy rate of females has always 
c \Z 
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been gi-eater than the males. In pre-reform period the 
increment in male literacy rate was 13.71 percent whereas it 
was 32.1 percent in case of female sustaining the same 
trend, the literacy rate of female increased by 37,81 percent 
in post reform period against 32.1 percent increment in 
male literacy rale. The economic reform has therefore 
proved to be more beneficial to females than to males. 
Infant mortality rate is another important measure of 
quality of life. It is expressed as the ratio of the number of 
child death in a year to the number of life birth per 
thousand. In the pre-reform period, the infant mortality rale 
reduced by 27.27 percent but in post reform period it 
declined only by 12.5 percent showing a lack of concern 
towards the availability of food and medical facilities 
Economic reform and privatization of the health services in 
East European Countries has resulted in reduction in access 
to health services for the poor and this in turn had adverse 
effects on health indices of the population. There is a lesson 
to learn from this and efforts have to be made to ensure that 
this does not happen in India. 
The crude death rate represents an important aspect of 
demographic feature of a country or region. It is measured 
in terms of the ratio of number of life births during a year 
and population per thousand. The number of birth per 
thousand in 1980-81 was 33.9 which further reduced to 29.5 
per thousand in 1990-91, showing a positive trend towards 
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population stabilization. In the pre-reform period, the birth 
rate has declined by 12.94 percent which reduced to 11,52 
percent in the post reform period. 
l"o judge the quality of life one of the imporlaiu 
parameters is the availability of safe drinking water. The 
data published iii 1985 shows that, 56.3 percent oi' ihc 
population had access to drinking water supply thai 
increased to 73.9 percent of population during 1990. The 
growth rate in the percentage of population covered with 
drinking water supply was 31.26 percent in the pre-reforni 
period (1985-90) which increased to 32.6 percent in the post 
reform period (1990-99). 
'fhe availability of sanitation facilities is the basic 
minimum requirement for healthy living. As the data 
reveals, the provision of sanitation facilities has been very 
poor in the rural areas as compared to the urban areas. 
Though in terms of percentage growth in these facilities, the 
performance of rural areas has been satisfactory but in 
absolute terms it has been decreasing both during the pre 
reform as well as post reform period. The percentage of the 
urban population covered with sanitation facilities was 28.4 
percent in 1985. In the year 1990, the percentage of 
population having the facilities of sanitation increased to 
45.9 percent and further to 49.3 percent in 1997. But if we 
investigate into the increment in the availability of 
sanitation facilities we observe that the performance in the 
^ M 
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pre-reform has been much more encouraging than in the 
post reform period. 
4.3.2 iLconomic Policy and Regional Disparities 
By regional imbalance we mean that disparities in the 
level of development in various regions of the country is at 
a maximuni level. It is rightly said "No single country 
would be regarded as having a well integrated economy as 
long as glaring disparities persisted between the levels of 
development and standard of life in different areas within 
it".^ The balanced economic development of the states is an 
important objective of development planning in India. 
Various short-term and long-term policies have been 
formulated from time to time to reduce the existing regional 
economic disparities. "In the earlier plan documents, 
commencing from first to the third Five Year Plans, many 
pious statements have been made touching upon the issues 
of balanced regional development, and the need for sub-
national and sub-state levels of planning. By and large they 
do not amount to any kind of a national policy for regional 
development. It was only during the Fourth Five Year Plan 
that we find disparities, infact, the Fourth Plan marks a 
watershed in Indian planning in this respect, as it spelt out 
for the first time some distinct regional policies and took 
certain concrete steps towards balanced regional 
development".^ The provision of devolution of funds and 
comparatively higher allocation of resources has been made 
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to narrow down ihe gap between the forward slates and 
backward stales. Bui all these provisions seems to have 
vanished as a result of the introduction of the New 
Economic Policy. The whole process of economic reforms 
centered around the notion that economic activity should be 
based on market I'orces. It is natural thai the invesimcnl wiil 
be attracted in that region which will be more developed 
both with respect to finance and infra-structure. 
The market policies of new economic order does not 
pay attention towards the reduction of regional disparities. 
The perception of undesirable effect of new economic 
policy therefore needs to the analyzed. 
The table (C-2) provides an explanation about the per 
capita net state domestic product at current prices and its 
decennial growth rale. The arrangement of stales have been 
made in descending order in respect of per capita net state 
domestic product. For the year 1980-81 the data revealed 
that the ratio between the stales of highest per capita Net 
Slate Domestic Product (NSDP) and lowest per capita NSDP 
was 2.6 percent. After a decade this ratio marginally 
increased by 0.2 and became 2.8 percent. But after 
completion of ne-arly ten years of economic reform this 
ratio, increased to 3.6 percent by 1999-2000. 
The values of the ratio of highest and lowest per 
capita net stale domestic product unearth the fact that the 
<iC 
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regional d ispar i t ies has aggravated during the reform period 
by favour ing the forward states. 
Table C - 2 
Per Capita Net State Domestic Product at Current P r i ce s 
States 1980-81 1990-91 1999-2000 i ' ^ ^ ° - ^ ' ^ ° ! 1990-91 
1 
1990-91 to 
1999-00 
Forward States 
Punjab 
Maharshtra 
Haryana 
Gujral 
West Bengal 
Karnataka 
Kerala 
Tamil Nadu 
Andhra 
Pradesh 
2629 
2492 
2437 
2089 
1925 
1644 
1835 
1666 
1467 
8177 23040 211.03 
7612 23398 I 205.45 
7721 21114 ; 216.8 J 
6343 
181.76 
206.33 
173.46 
18625 i 203.63 1 i93.63 
5072 i 15569 i 163.48 ! 206.95 
4975 16343 ! 202.61 i 228.50 
5110 i 18262 i 178.47 ! 257.37 
5541 j 
4816 
19141 ; 23259 i 245.44 
14715 1 228.28 205.54 
Backward States 
Madhya 
Pradesh 
Assam 
Utlar Pradesh 
Rajasthan 
Orissa 
Bihar 
Average 
growth of 
backward stales 
Average 
growth rate of 
forward states 
Ratio between 
maximum & 
minimur.i 
percapita 
NSDP 
1600 
1329 
1402 
1424 
1352 
1022 
-
-
2.6 
4978 
4432 
3937 
-2883 
3166 
2966 
-
-
2.8 
10907 198.19 127.32 
9612 233.48 1 116.87 
9765 I 180.81 1 148.03 
12353 1 242.90 i 156.65 
9162 134.17 1 189.38 
6328 i 190.21 ! 113.3:^  
196.61 i41.9^ 
1 204.70 ^ 210.99 
1 i 
i 
3.6 
1 
Source: Directorates of Economics and Statistics of respective State 
Governmenls 
The consensus over growing regional d ispar i t ies is 
also suppor ted by the available trends of the growth of 
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percapita net state domestic product. The decennial 
percentage growths of different states reveal that the per 
capita NSDP in forward states have an average percentage 
growth of 204.7 in pre-reform period. But in the same 
period, the growth in per capita.NSDP for backward states 
was 196.01 percent. In the post reform period, the per 
capita NSDP of forward states on average increased to 
210.99 percent where as in backward state it stumped to 
141.93 percent. Here one thing should be borne in mind that 
in the backward states only orissa has a comparatively high 
growth in per capita income is the post reform period. In 
case of forward states, the scenario is different from 
backward states out of nine states, five states have a higher 
growth in percapita income, during post reform period as 
compared to pre-reform period and the rest have a reverse 
trend. These five states are Tamil Nadu, Kerala, Karnataka. 
West Bengal and Maharashtra. The states that have a lower 
growth rate in post reform period are Punjab, Haryana. 
Gujrat and Andhra Pradesh. It is therefore clear that the 
regional disparities has increased in the post-reform period 
not only due to higher average percentage growth of per 
capita income of forward states as compared to pre-reform 
period but also due to lower average percentage growth of 
per capita income in backward states during post-reform as 
compared to pre-reform period. 
Analyzing the cause of widening gap between rich and 
poor states Dr. M.I. Kurian stated that "more than two 
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thirds of investment proposals (69.21) in the post reform 
period were concentrated in the forward states and a similar 
situation prevailed in terms of financial assistance 
disbursed by All-India Financial Corporations. The All 
India Financial Institutions viz. IDBI, IFCI, ICICI, GIC, 
IRBI, UTI, L ie . and SIDBI disbursed 67.3 percent of total 
financial assistance to forward states upto 31^' March 1997. 
Even among the 9 forward states, four states namely 
Maharashtra, Gujrat, Tamil Nadu, and Andhra Pradesh were 
able to appropriate about 51 percent of total Assistance. 
Even in the case of state financial corporations, 70 percent 
of total assistance was received by forward states". 
4.3.3 Self Reliance - Ever since the dawn of 
independence the underlying importance in the basic 
philosophy of the five-year plans has been of self-reliance 
because this was the time when some other Asian and 
African countries were also trying to secure freedom. The 
world political situation was in the process of change but 
the leading developed countries were not prepared to 
abandon their imperialistic pursuits. Hence, India like man\ 
other newly liberated countries could not risk its freedom 
again by opening up its economy to the western countries. It 
had also to overcome its vulnerability on account of 
shortage of food grain underdevelopment of Industrial 
structure scarcity of capital, and technological 
obsolescence. These are the reason why an economically 
backward country had to be self-reliant and keeping this in 
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mind, il has been adopted as one of the four major 
dimensions of stale policy. Accordingly the Ninth Plan has 
stated "Self reliance is one of the four important dimensions 
of state policy of the plans. India has embarked on a process 
of gradual and phased opening, up of its economy to take 
advantage of new opportunities in trade and investment. 
While this process needs to be continued and taken forward 
it should be from a position of strength and not through 
either external compulsions or a lack of alternatives. In this 
sense, self-reliance must remain an important component of 
development policy and strategy'"^ and that. 
i) I'here should be a thrust on enlarging the export 
base so as to ensure a sustained balance of 
payments and avoidance of external debt. 
ii) For attaining self-sufficiency in food and to prevent 
periodic large-scale imports, the growth rate of 
agriculture should be higher than that dictated by 
the needs. 
Balance of payments and the pre-economic reform 
During the First Flan Period, the Balance of payments was 
affected by the Korean War boom, American recession of 
1953, and favourable monsoon at home helping to boost up 
the productivity of agriculture and Industry. While India 
had been experiencing, a persistent trade deficit she had 
generally a surplus in net invisibles and accordingly India 's 
balance of payment during this period was only 42 crores. 
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During 1985-90, the total trade deficit amounted to Rs. 
54,204 crores during this period. Making an adjustment for 
the positive balance on invisibles account the deficit in 
BOP on current account was to the tune of Rs. 41,047 crore. 
The highly adverse balance of payment position was a cause 
for serious concern. Keeping this in mind the new economic 
reforms were initiated in 1991. Two measures were initiated 
for sustaining a viable balance of payments position 
namely. 
i) Stepping up of exports so that a major part of the 
import bill is paid for by exports 
ii) Secondly for upgrading technology, imiports were 
liberalized. 
Table C - 3 
Changing Scenario of Balance of Payments 
I) lixports 
as % of 
inipoils 
2) Current 
accouni 
deficit as 
percentage 
ofGDP 
Exports 
Imports 
I'JSU-
54.0 
-
I'JS5-
54.7 
' 
-2.3 
1990-91 
66.2 
-3.2 
18477 
27915 
1993-
84.8 
; '^  y 
-0.4 
1997-98 
69.7 
' 
-1.8 
35680 
51187 
1998-99 
72.1' 
* ' 
-0.4 
34298 
47554 
1 
1999-00 
\-> . -^ 
67.8 
\ 
J 
-1.1 
37542 
55383 
2000-01 
• " ' V ' 
75.8 
1 
-1.8 
44804 
59264 
200 M i : 
7S,5 
> 
-1,0 
27812 
Source: Government of India, Ministry of Finance, Economic Survey, Various Issues. 
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The table no. (C-3) shows that as a result of the 
easures of the New Economic Policy the most notable 
change has been that although there has been a sharp 
increase in coverage of imports by export, earnings 
accounted for merely 54.7 of import bill, this ratio 
improved further to 66.2 in 1990-91 and then improved 
steadily to 84.8 and then to 78.5 in 2001-02. In the year 
1993-94 the current account deficit was only 0.4 percent ot 
GDP. The balance of payments situation improved further 
2001-02 and the current account deficit in this year 
narrowed down further to about 0.5 percent of GDP fro 
1.1 percent of GDP in the previous year. Accordin 
Economic Survey 2001-02. "This improvement in curren 
account deficit was made possible largely because of th 
dynamism in export performance, a sustained buoyancy i 
invisible receipts, reflecting sharp increases in software 
services, exports and private transfers and partly due to the 
subdued non-oil demand".^ 
Self-sufficiency in food grain has always been 
considered an essential condition for India's self-reliance 
and viable balance of payments position. Till the early 
nineties, the country's food management policy had evolved 
against the background of scarcity and import dependence. 
Policy focus therefore was to increase productivity 
particularly of rice and wheat. By the mid 1990s the 
strategy was successful and the surplus generated was 
n 
ir 
ni 
I 
c 
n 
Sizeable and even in the process became a net agricultural exporter. 
The value of standard deviation and coefficient of variation for decennial growth of 
population, GDP and foodgrains represent that there is inconsistency in the period of 
1950-51 to 2000-01 
Table C-4 
Decennial Growth of Population, GDP and Food Grains 
Years 
1950-51 
1960-61 
1970-71 
1980-81 
1990-91 
2000-01 
Aserage 
Std. Dev. 
Coeff of 
Var. 
Popu 
Million 
363 
442 
551 
689 
852 
1033 
665 
254.675 
38.29 
lation 
Index 
100 
122 
152 
189 
234 
284 
180.17 
69.58 
38.74 
GDP 
Rs. Crores 
140466 
206103 
296278 
401128 
692871 
1211747 
491432.2 
402557.086 
81.9 
Index 
100 
146 
210 
285 
492 
861 
349 
286.08 
81.9 
Food Grains 
Million 
tones 
51 
82 
108 
130 
176 
196 
123.83 
55.27 
44.6 
Index 
100 
161 
213 
255 
347 
396 
245.33 
111.72 
45.53 
Source: Government of India. Ministry of Finance, Economic Survey 2001-02 p-131 
4.3.4 Employment- Perhaps the new economic policy could not make much denl on 
the unemployment situation and to evaluate the impact of new economic polic> on 
unemployment several studies have been conducted. Planning for employment has been 
a major area of concern for planners in our country since independence. Infact in the 
different five year plan periods there has been an increasing recognition of the need for 
providing employment. A study made by Mr. Sudipto Mundle of the National Institute 
of Public Finance and Policy revealed that "Unemployed rate form less than 4 percent 
in the current year to about 5 percent in 1992-93. This implies extra unemployment of 
about 4 million people in 1992-93 and the years after as a net. 
\c>'i 
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consequence of stabilization programmes the introduction 
of economic reforms lias opened the way for technological 
upgradation that leads to the promotion of capital intensive 
techniques of production".^ As a result of this the 
opportunities of employment have been reduced and the 
level of unemployment has increased. 
Prior to reforms, the unorganized sector of Indian 
economy had been the most important sector in employment 
generation while the organized sector had very little scope 
in the regard. However the unorganized sector has been 
proved unsatisfactory in terms of job, guarantee and wage 
rates, in the post reform period. Since the introduction oi 
structural adjustment programme has reduced the 
employment potential that leads to retrenchment of workers 
in the organized sector and the burden of unemployment has 
increased on the unorganized sector through displacement 
of labour. It was expected that the faster growth of the 
economy would improve the employment situation but it did 
not happen and the jobless growth of the economy seems to 
be unconducive to sustain economic development that leads 
to social tensions. The Economic Survey (1993-94) Stresses 
on creation of productive jobs in these words, "Slow 
employment growth is partly due to the growth of capital 
intensive methods of production which was to some extent 
induced by the protective labour laws. Other factors 
responsible for slow growth of employment are mismatch 
between skill requirement and employment opportunity, low 
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productivity occupational shifts from artisan to unskilled 
labour, and declining trend of labour absorption in 
agriculture in the past. It was expected that the ongoing 
economic reforms with emphasis on private participation in 
the growth process and the expansion of investment and 
production will give a fill-up to the growth of employmeni 
in the medium term". 
The chances of increment in the employmeni 
opportunity is almost unsatisfactory due to increasing 
utilization of capital intensive technique of productions in 
private sector and the gradual disinvestments of public 
sector enterprises. "As per one recent government report, 
more than 94 million job seekers will seek employmeni in 
the country at the turn of the century. Therefore, 9 million 
additional employment opportunities per year will have lo 
be generated in ihe remaining period of the Eight Plan 
eventually meet the goal of reducing unemployment lo 
neolioiblc level bv the year 2002".'^ 
Therefore in a situation of mounting unemploymenl ii 
becomes necessary to finalize a strategy of employmeni 
generation that fulfills the need of the unemployed workers, 
otherwise the economy will move towards a jobless growth 
leading to a social strife. 
l O b 
Ninth Plan Pattern of financing Resources 
1. Balance from Current Revenue 
2. Borrowings including net 
Miscellaneous Capital Receipts 
3. Net Inflows from abroad 
Table C-5 
Projections 
a 1406 
(-0.2) 
460179 
(53.6) 
60,018 
(7.0) 
iterprises 3,40.409 
(39.6) 
0 
0 
8,59. 200 
Realization 
-2,63752 
(-37.4) 
671216 
(95.1) 
17,452 
(2.5) 
2,80,902 
(39.8) 
0 
0 
7,05 818 
4. Resources of public sector ent r ris s 
5. Central assistance to states 
6. Deficit Financing 
7. Resources for the Plan 
Source: hlmth Five Year Plan, Vol.1, Table 3.2, P. 162 and SK. Misra and V.P. Pun 
Indian Economy 2006 p. 387. 
As can be seen from the above table (C-5) the Ninth Plan had projected a resource 
mobilization by the centre and states/ UTs of the the order of Rs 8, 59,200 crores ai 
1996-97 proces, but actual realization were of the order of Rs. 7, 05,815 crores or 
nearly 82 of projection obviously, this has meant a reduction in the size of public sector 
by 18percent. 
In the Ninth Five Year Plan the estimate from balance from current revenue 
(BCR) was highly optimistic accounting for 81% of total revenue in reality. Howe\'er. 
the BCR turned out to be significantly lower reducing its share to 1.2 percent. 
In the Ninth Five Year Plan as against the expectation of reducing the deficit under 
this head to (-) 0.2 percent of total resource mobilization the actual realization showed a 
deficit of (-37.4) percent of the total requirement. The actual for central public 
enterprises turn out to be 2, 80,902 crores or 39.8 percent which was 59.507 crores less 
than the projected estimates. 
Net inflow of the budgetary resources from abroad in the form of external loans 
and grants amounted to a meager Rs.l7, 452 crores as against on expectation of Rs. 
60.018 crores. 
The distinguishing feature of the Ninth Five Year Plan was that deficit financing 
was kept at zero level while BCR had turned negative. This has necessitated 
considerably higher percentage of borrowing and other liabilities. Due to the magnitude 
of shortfall in the resource generation from BCR and Net inflow from abroad, the Govt, 
was forced to resort to market borrowing. Although the estimation was of the order of 
Rs. 460, 179 crores from market borrowing, the actual realization was of the order of 
realization was of the order of Rs. 6, 71, 216 crores or nearly 95 percent of total 
resource mobilization. If market borrowing and net inflow from abroad are taken 
together, then nearly 98 percent of the resource for the plan was generated from them 
and this is quite a disturbing aspect of the Ninth Five Year plan that the entire plan is 
being financed by external resources and thus leading to burden in the form of interest 
pa\'ment. A separate chapter on Ninth Plan has been included because the GROWIH 
with EQUITY have been considered as twin objectives. There is a major shift in focus. 
Secondly in the Ninth Plan for the first time, deficit financing has been dropped as a 
source of financing and Ways and Means ad\'ances were adopted as a method of 
financing the plan. 
, 0 ^ 
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PROBLEMS AND PROSPECTS OF FINANCING THE 
FIVE YEAR PLANS 
5.1 Review of the Mid-Term Appraisal of the Ninth Five-
Year Plan 
A Mid-Term Appraisal of the Ninth Plan period 
performance was discussed at a full meeting of the Planning 
Commission in New Delhi on Sept 30, 2000. The meeting 
was chaired by ihe then Prime minister Mr. Atal Bihari 
Vajpayee in his capacity as a chairperson of commission 
and attended by the Finance Minister among others. 
Table D-1 
Rates of Growth in GDP and its Components (1997-2000) 
Sectors 
1. Agriculture & Allied 
2. N4ining &. Quarrving 
3. Manufaciuring 
4. Elect, Gas & Water 
5. Construction 
6. Trade 
7. Rail Transport 
8. Other Transport 
9. Communication 
10. Financial Services 
11. Public Administration 
12. Other Services 
Total GDP 
Plan 
(3 years) 
3.9 
7.2 
8.2 
9.3 
4.9 
6.7 
3.9 
7.4 
9.5 
9.9 
6.6 
6.6 
6.3 
1997-2000 
(3 years) 
2.7 
2.9 
4.9 
7.7 
8.3 
6.1 
3.1 
5.6 
14.1 
11.4 
12.1 
8.8 
6.1 
Difference j 
( 
-1.2 1 
-4.3 
- J . J 
-1.6 i 
3.4 
-0.6 
-0.8 
-1.8 
4.6 
1.5 
5.5 
2.2 
-0.2 
Source: Planning Commission Draft Mid-Term Appraisal of the Ninth Five 
Year Plan, (1997-2002), 2000. p.2. 
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The Mid-Term appraisal report found tliat against a 
GDP growth rale of 6.5 percent for the economy, actual 
growth during 1997 - 2000 has been only 6.1 percent which 
has been shown in the above table no. (D-1) shows that 
there was a significant shortages in growth performance in 
agriculture, mining, quarrying and manufacturing. There 
was a negative growth of agriculture in the year 1997-98 
and the two other sectors namely mining and quarrying and 
manufacturing performed well below their targets during the 
first three years of the plan it was due to the fact that the 
production of the domestic crude oil have declined steadily 
in the recent years and secondly production of iron ore had 
stagnated due to a slackening in the production of world 
steel and also due to a sharp decline in demand for domestic 
steel. During the two year period 1997-99 three other 
sectors - Electricity, Gas & Water, Trade and transport have 
registered a negative growth rate. 
It can be seen from the table no. (D-2) that revenue 
from direct taxes have increased consistently and the 
increase has taken place both in corporate income tax 
collection and in personal income lax colleclion. Whiie the 
loss in lax revenue has taken place in indirect taxes both in 
customs and in excise duties, with the opening up of the 
economy leading to large reductions in custom duties, it 
was expected to decline and it will fall further in the years 
to come as these tariffs are brought down further. Besides 
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these progressive reductions in tariffs, broad-banding of 
rates of customs duties were also continued. 
Table D - 2 
Revenue Pattern of the Central Government 
between 1997-2000 
(As percent of GDP) 
Items 
1. Revenue receipts 
2. Gross Tax Revenue 
3. Direct taxes 
(i)Corporate tax 
(ii) Income lax 
4. Indirect Taxes 
(i) Custom Duty 
(ii) Excise duty 
5. Other Tax Re\enuc 
6. Non Tax Revenue 
Revenue Rccipets (net) = Grc 
1997-98 
9.46 
9.84 
2.62 
1.41 
1.21 
6.23 
2.84 
3.30 
0.94 
2.70 
)ss Tax Revenue - Share c 
1998-99 
9.70 
9.15 
2.98 
1.66 
1.32 
5.90 
2.62 
3.27 
0.27 
2.96 
)f states + Non' 
1999-2000 ! 
9.59 
9.28 1 
1 
3.03 
1.65 i 
1.38 ! 
5.98 i 
1 
2.71 
3.22 
0.27 
2.80 
'ax Revenue 
Source: - Rakcsli Mohan. Fiscal Correction for Economic Growth, Economic and 
Political Weekly June 10, 2000 Page - 2032 
The fall in excise duty collection has been due to the 
fact that it has not been structured to lead to a revenue 
neutral tax system under Modified Valued Added Tax 
(MODVAT) and Central Value Added Tax (CENVAT), 
further the tax base for excise revenue that is, 
(manufacturing sector) is gradually shrinking at the 
proportion of GDP. A striking feature of the composition of 
tax revenue is that as a source of revenue indirect tax is 
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being heavily depended upon and although the ratio of 
direct taxes to GDP has shown significant improvement but 
it has been out weighed by a decline in Indirect taxes to 
GDP ratio and the main scope for improvement in the 
tax/GDP ratio continues to be in the area of direct taxes 
particularly in the personal income tax. Another likely 
increase in taxes can be from the services sector because the 
taxes in services sector and its contribution to the budgetary 
resources is not commensurate with its share in GDP which 
is over 40 percent. The State Governments have given the 
argument that tax in services should normally form a part of 
the consumption tax, which is within the purview of the 
State Governments and secondly the State Governments 
should be given the authority for levying collecting and the 
yield of such taxes. 
Table D-3 
Central Tax Revenue and Buoyancy 
Average 
for 
Financial 
year 
Buoyancy 
1989-90 to 
1991-92 
1994-95 to 
1998-99 RE. 
1999-2000 
BE 
jurcc:- Plannir 
Gross Tax 
Revenue 
of central taxes wit 
0.926 
0.880 
1.313 
ig commission D 
Corporation 
Tax 
1 respect to Non A 
1.396 
1.324 
0.995 
raft Mid-Term A 
Personal 
Income Tax 
gricultural Gross 
1.050 
1.086 
1.724 
ppraisal of the 
Custom 
Duties 
Excise 
Duties 
Domestic Product 
0.743 
0.795 
1.260 
•^inth Five 
0.888 
0.702 
1.324 
Year Plan. 
1997-2002 (Ocl.2000) 
The table no. (D-3) shows that in terms of buoyancy, 
corporate tax and excise duties has been less elastic during 
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this period whereas there was a marginal improvement in 
the year 1989-90 to 1991-92. In principle, rising industrial 
production should give rise to buoyancy in excise duty 
collection as proportion of GDP. However there are two 
factors, which have hindered such expected growth. Firstly, 
Industrial growth has not been upto the expectation as 
would have been after the economic reform. Thus the share 
of industry in GDP has been stagnant, it is the share of 
services that has been rising continuously, and services at 
the Central level largely remain untaxed therefore for the 
tax revenues to increase as a share of GDP it becomes 
imperative that indirect taxes be levied on the services 
sector. This could be achieved essentially by the imposition 
of a widespread value added tax on all sectors of the 
economy which meant that there should be levying of tax at 
every stage of value addition from production to sale of 
both goods and services. Secondly, since the MODVAT had 
been progressively extended to the whole industrial sector it 
has led to a fall in excise duty collection as a proportion of 
GDP. An important point is that the growth in collection 
from central excise and custom has substantial impact on 
the overall tax revenue collection and buoyancy. The Gross 
tax revenue has shown a declining trend because the 
structural and administrative reforms in the Indian tax 
system during the nineties which included scaling down of 
the tax rate reduction in number of slabs, introduction of 
modified value added tax system etc among others were not 
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necessarily aimed at raising revenue productivity, rather the 
purpose was to improve efficiency in production and trade 
by removing market distortion. 
The decline in buoyancy of tax revenue thus can also 
be attributed to the fact that it failed to realize even the 
budget estimates targets especially in the case of union 
excise and customs and their share in total tax revenue has 
been declining during the three years of Ninth Plan, but still 
their contribution is 7.1 percent of gross Tax revenue from 
the four major taxes and therefore this trend needs to 
reversed. 
The tabic no. (D-4) shows that the tax revenue as a 
proportion of GDP increased from 6.3 percent to 6.6 
percent. The constraints in the improvement of the tax to 
GDP ratio has been due to the fact that there was a shift in 
the composition of GDP in favour of services tax whose 
contribution by way of service tax collection has been very 
meagre in relation to their size. The other factor has been 
the decrease in the contribution of customs as a source of 
revenue which was the a result of tariff reform aimed at 
bringing custom tarrifs inline with the ASEAN levels, also 
the contribution of non tax revenue has been very less 
although an upward trend has been observed during the 
three years of the Ninth Five Year Plan when the percentage 
of Non Tax revenue increased from 2.5 percent in 1997-98 
to about 2.8 percent in the year 1999-2000 due to increases 
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from inleresl receipts from other general services and 
dividends and profits. However according to Draft Mid 
Term appraisal of the Ninth Five Year Plan. "There is not 
much scope for further improvement in interest receipt due 
to limits indicated by the finance commission. 
Table D-4 
Receipts and Expenditure of the Central Government 
(As Percentage of GDP) 
Items 
1. Revenue receipts 
2. Tax Revenue 
3. Non Tax Revenue 
4. Revenue Expenditure 
a) Interest Paymenis 
b) Major subsidies 
c) Defence expenditure 
5. Revenue Deficit 
6. Capital Receipts 
a) Recovery of loans 
b) Other receipts 
c) Borrowing and other 
liabilities 
7) Capital Expenditure 
8. Total expenditure 
a) Plan expenditure 
b) Non Plan expenditure 
1997-98 
8.8 
6.3 
2.5 
11.8 
4.3 
1.2 
1.7 
3.1 
5.5 
0.5 
0.1 
4.9 
2.4 
14.2 
3.9 
10.3 
1998-99 
8.6 
6.0 
2.6 
12.4 
4.5 
1.2 
1.7 
3.8 
6.1 
0.6 
0.3 
5.2 
2.2 
14.7 
3.8 
10.8 
1999-2000 i 
I 
9.4 i 
6.6 i 
2.8 ; 
12.9 
4.7 
1.2 : 
1.8 
3.5 : 
6.0 
0.5 
0.1 
5.4 i 
1 
2.5 i 
15.4 
3.9 
11.8 
Source: Govt, of India, Ministry of Finance, Economic Survey p-43. 
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Therefore, improvement in non-tax revenue of the 
center would be possible only if the efficiency of the public 
sector undertakings improves uniformly thus leading to 
higher dividend income to the government. Additionally 
services charges in social services sector also need to be 
raised commensurately with the increase in plan 
investment".' Moreover resources are borrowed for 
investment in activities which do not yield adequate returns, 
consequently debt service payment will rise continuously as 
a proportion of total revenue. This is what seems to have 
happened over the three years of the plan period. The 
returns on net worth in Central Public Sector Enterprises 
except in petroleum companies are almost insignificant, 
thus investment made in infrastructure or other activities 
through public sector enterprises have not yielded 
proportionate returns to the Government. The contributory 
factors for low return has been wrong pricing policies, 
inefficient public enterprises etc. The area from where the 
non tax revenue can be enhanced are irrigation charges, 
royalty on minerals, and revision of user charges on 
services rendered by the Government. 
Non-plan expenditure includes all expenditures of the 
Government which are not included in the plan and 
expenditure on continuing services and activities at levels 
already reached in a plan period. It can be seen from the 
table no. D-4 that increase has occurred in almost all 
categories of non-plan expenditure like interest payment. 
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defence expenditure, subsidies, pensions and loans to states. 
The implementation of the recommendations of the Fifth 
Pay Commission has also contributed to the increase in the 
current fiscal problem. 
The subsidies also remainan ongoing problem in the 
expenditure structure of the Central Government. The 
abolition of export subsidies in 1991 have not been 
followed in the other existing subsidies elimination and the 
food subsidy cannot be abolished since it is must for 
removing the poverty of the masses however because of 
these subsidies, the expenditure on essential infrastructure 
and social need is being curtailed. 
Loans 
Grants 
Total 
Table D - 5 
External Assistance (Net) 
Ninth Plan projections 
at_l996-97 prices 
48856 
10062 
60018 
1997-98 
7859 
1018 
8877 
1998-99 
10015 
987 
1002 
(Rs. crorcs) 
1999-00 
R.E. 
9616 
848 
10464 
Source: - Planning Commission Draft Mid-Term Appraisal of Ninth Five-Year 
Plan. 
It can be seen from the table no. D-4, that the 
total expenditure has been gradually increasing from 14.2 
percent in 1997-98 to 15.4 percent in 1999-2000, over the 
years the total expenditure has increase steadily and a 
rigidity has been acquired on account of growing number of 
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pre-committed items of expenditure keeping tiiis in mind 
there is a need for curbing the expenditure growth and 
bringing about structural change in the composition of 
expenditure. 
External Assistance - According to the projections of 
the Ninth Five Year Plan, the external assistance channeled 
through budget to finance plan projections of Government 
Department (Centre, States and Union Territories) was to be 
of the order of Rs.60,018 crores. As against this, the inflow 
of external assistance in first three years of the plan 
amounted to Rs. 30,343 crores. At 1996-97 prices the 
inflow of external Assistance was put at Rs.26,903 crores 
accounting for 44.82 percent of plan projections. Though 
some improvement in external assistance took place in 
1998-99 and 1999-2000 compared to the base year the net 
inflow of external borrowing has been declining rapidly and 
this fall in net inflow from abroad has been attributed to 
international sanctions following the Pokharan nuclear tests 
and inadequate provision for counterpart funding of 
externally aided projects through domestic resources. 
Disinvestments - The scheme of financing Ninth Five 
Year Plan proposed that the receipts from disinvestments 
have to improve to a significant amount in the three years 
of the Plan so that such receipts could total upto Rs, 23,895 
crores during the period. The data given below shows the 
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actual realization as against tiie plan targets from 
disinvestments. 
The table no. (D-6) shows that the shortfall in the 
realization from disinvestments in the first three years of 
the Plan was of the amount of Rs. 11690 crore since the 
estimates was of the amount of Rs. 19800 crores while the 
Table D - 6 
Disinvestments In Public Sector Undertakings 
Year Plan Projection 
1997-98 j 4800 
i 
1998-99 
1999-00 
5000 
10,000 
Realization 
910 
5371 
1,829 
Source: Governmenl oflndia, Ministry of Finance Economic Survey 2001-02, 
p.168. 
realization was of the amount of Rs.8110 crores. The main 
elements of Government policy towards public sector 
undertakings are given below. 
1) Protect fully the interest of the workers. 
2) Reviving and Restructuring potentially viable public 
sector units. 
3) If necessary, bring down government equity in all non-
strategic public sector units to 26 percent or lower. In 
order to give thrust to the process of disinvestments in 
PSUs a new department of disinvestments was set up it 
deals with all matters related to disinvestments of 
Central Government equity in central public sector 
Undertakings in implementation of decisions related to disinvestment and 
recommendation of the earlier disinvestments commission. 
However keeping in mind the magnitude of shortfall, the 
disinvestments programme has been sporadic, half-hearted and poorly 
administered. The objectives of disinvestments have not been clear. The 
procedure has been too bureaucratic and time consuming. Therefore the 
government must first clarify the objectives of the process and seek to 
forge a consensus. The objectives must be both for the strengthening of 
these enterprises for enabling them to compete and also to restore the 
fiscal health of the country. This cannot be done merely by announcement 
and requires process change at the political and bureaucratic levels alike. 
Table D-7 Gross Fiscal Deficit 
Year 
1997-98 
1998-99 
1999-00 
Average 
Std. Dev. 
Coeff. of Var. 
Plan Projections 
6.14 
5.74 
5.24 
5.71 
.451 
7.89 
Actual 
5.87 
6.45 
7.03 
6.45 
0.58 
8.99 
Source: Planning Commission, Draft Mid-term appraisal of Ninth five year Plan 2000. 
Gross Fiscal Deficit: - It was expected that it would decline from 
6.1 percent to 4.1 percent of GDP during the 
\Zo 
plan period however in the scheme of financing, because of the 
substantial shortfall in the revenue receipts and receipts from 
disinvestments and due to the fact that the actual non-plan expenditure 
was far above the projections, it was necessary for the government to 
take recourse to a higher order of gross fiscal deficit to finance its plan 
and non-plan expenditures. According to Economic Survey 2001-02., 
"Despite the efforts made to curtail expenditure and increase revenues, 
it has proved difficult to reduce the fiscal deficit below 5 percent of 
GDP. The deleterious impact of such a high deficit on the economy has 
been made worse by similar levels of deficits being recorded by state 
governments, resulting in total fiscal deficit of the Central and State 
Governments amounting to around 10 percent of GDP a situation not 
dissimilar to that prevailing in the earlyl990'^. As can be seen in the 
table D-7. The persistence of such high fiscal deficits and the ever-
increasing debt servicing payment constrain the ability of the 
government at any level to undertake the necessary expenditure for 
productive investment, for the provision of essential public services and 
also crowd out the more efficient private sector. The resultant high 
fiscal deficit has led to higher borrowing which has also kept real 
interest rates high in the economy. 
The measures put forth for tackling the problem of fiscal and revenue 
deficit are 
\z.\ 
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1. There should be an increase in user charges of 
services provided to the public. 
2. There should be mobilization of more resources 
through taxation. 
3. The growth of non-plan expenditure should be 
controlled. Secondly for increasing the tax 
revenue there is a need for ensuring better 
compliance and to check tax evasion. Tax laws 
should be simplified and made easily 
comprehensible and should be strictly 
implemented and all disputes related to tax need 
to be decided in a definite time frame and at the 
same time most of the exemption and deductions 
that have become inherent in the tax structure 
should be abolished. Moreover buoyancy in the 
tax system be inbuilt and should be the resultant 
of the overall development taking place in the 
economy rather than as a result of higher rates of 
taxation. 
5.2 Constraints associated with the choice of optimum 
combination of sources from expected source. 
Financing of Five Year Plans is an important aspect of 
planned economic development. An essential aspect of 
development planning is its financing. Any plan irrespective 
of its size can be implemented only when its scheme of 
financing is so devised that adequate financial resources are 
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readily available and for successfully implementing a plan 
there has to be consistency between the targets laid down in 
the plan and the financial resources available for the 
purpose, obviously when targets specified in the plan are 
higher larger resources will be needed to achieve them. 
What is more important, is that reliance an different 
sources of financing will have to reviewed from time to 
time in the light of the changed circumstances because there 
always has been constraints in the way of raising of 
optimum combination of sources which can be analyzed by 
taking a clearer look at the different sources of financing. 
Balance from current revenue- It is the main basis for 
current revenue balance and is increasingly being relied 
upon for additional resource mobilization. In the past it has 
provided 10 to 15 percent of the total financial resources 
required for the various plans. Thus importance of taxation 
as a measure to raise resources in this country is quite 
obvious. In fact the First Plan raised as much as 25 percent 
of the total financial resources from this source. But for the 
next three plans, the surplus from current revenue was 
negative indicating that instead of restricting current 
expenditure, and accumulating a surplus in the current 
account, the Government was having net deficits. Except for 
the First Five Year Plan and the Fifth Five Year Plan when 
the share of this source in the total has been far above 32 
percent and about 42 percent respectively, the contribution 
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on this account has been far from sizeable and the situation 
in this regard worsened to such an alarming extent that in 
the two annual plan years of 1990-91 and 1991-92 the 
contribution of this source turned negative. In the case of 
Central Government, an important cause for rise in current 
expenditure has been rapid growth in defence expenditure 
and non-plan expenditure. 
Interest payments have been the single largest 
component of the revenue expenditure and are the result of 
past borrowings. Interest payments were sought to be 
reduced by reducing a part of the public debt, but interest 
payment as a proportion of GDP rose from an average of 3.2 
percent during 1985-90, to an average of 4.1 percent during 
1990-95 similarly interest payment as a proportion of net 
revenue receipts of the Central Government rose from an 
average of a little over 30 percent during 1985-90 to an 
average of about 44 percent during 1990-95 and further lo 
an average of about 50 percent during 1995-2000. Interest 
payments were estimated to absorb 69 percent of total tax 
receipts in 2001-02 as against 72 percent in 2000-01. Since 
interest payments entail a large claim, on public revenues, it 
impairs the governments capacity to meet necessary 
commitment. 
The second largest component of non-plan expenditure 
was the allocation for the defence sector. No attempt of 
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containing non-plan expenditure can succeed if defence is 
to be excluded. 
The third major component is the subsidies, the 
volume of subsidies has been accelerating with time mainly 
because of vested political interests. In principle though the 
Government decided to cut down subsidies in practice it has 
failed to do that, although the government has reduced the 
export subsidy but is finding it difficult to cut down the 
fertilizer and food subsidies, due.to resistance from the big 
farmers lobby and State Governments were incurring huge 
losses on irrigation works, thus giving indirect subsidy to 
farmers and moreover no provision was made for the likely 
increase in expenditure as a result of the recommendations 
of the Fifth Pay Commission. Dearness allowances or pay 
increases incurred during this period. Therefore on the 
expenditure side, effective measures have to be taken for 
controlling non-plan expenditure because for improving the 
balance from current revenues (BCR), the non-plan 
expenditure has to be curbed. 
Another major reason for a severe shortfall in the BCR 
was due to the fact that State Governments was unable to 
raise the budgetary resources through additional revenues 
and negative contribution of their enterprises. In the Ninth 
Five Year Plan the share of balance from current revenues 
in gross budgetary source reduced to a negative of 49.6 
percent as against a projected share of a negative 0.7 
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percent only. The deterioration of balance from current 
revenues was a result of slippages in both revenue and 
expenditure. The growth in non-plan expenditure was much 
more than the growth in current revenue during Ninth Plan 
Period, the populist report of the Fifth Pay Commission has 
done immense harm in bringing about fiscal imbalance in 
the budget of the Central and the State Governments. 
Table D - 8 
Non-Plan Revenue Expenditure 
Items 
1. Interest 
2. Pension 
3. Salary' 
4. Subsidies 
5. Other NPRE 
6. Total NPl<£ 
1996-97 
4.35 
0.37 
0.48 
1.13 
2.97 
9.30 
2001-02 
4.69 
0.64 
0.76 
1.33 
3.18 
10.60 
Increase 
0.34 
0.27 
0.28 
0.20 
0.21 
1.30 
1 
1 
1 j 
! 
1 
1 
i 
! 
1 
1 
Source: Planning Commission, Draft Tenth Five Year Plan (2002-2007), p.77. 
The table no. (D-8) shows the non-plan revenue 
expenditure and its component of the Centre. The table no. 
(D-8) shows that almost 40 percent of the increase of NPRE 
was due to the growth in pension and salary payments 
brought about by the implementation of the Fifth Pay 
Commission recommendation. The other factor that also 
contributed to this malaise was the narrow tax base for both 
direct and indirect taxes, in the case of personal income tax, 
exclusion of tax on agricultural incomes and reluctance to 
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tax 'hard to tax' groups rendered the tax base extremely 
narrow. 
The Government expressed its commitment to put a 
check on non-plan revenue expenditure notably subsidies 
but it did not succeed in achieving these objectives on 
account of group pressures particularly from those who had 
benefited from these subsidies over the years. Recourse to 
borrowing rather than to reducing fiscal deficit has been 
responsible for the growing burden of interest on the 
budgets of the Central and State Governments. 
' G ' 
Jawaharlal Nehru's idea of the public sector was very 
different from the way it has evolved over the years. 
Nehru's conception for the public sector was for attaining 
the commanding heights of the economy and not its money 
demanding depth. The original case for heavy reliance on 
public sector enterprises was spelt out in the Industrial 
Policy Resolution of 1956. The Resolution stated. "The 
adoption of the socialist pattern of society as the national 
objective as vv'ell as the need for planned and rapid 
development require that all industries of basic and 
strategic importance which are in the nature of public utility 
services should be in the public sector. The states have 
therefore to assume direct responsibility for the future 
development of industries over a wider area".^ The 
assumption was that efficient public sector would be 
instrumental in the generation of large surplus. The record 
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has been the opposite, which can be seen after taking a look 
at the resource mobilization efforts from PSUs from the 
First Five Year Plan onwards. 
On the eve of the First Five Year Plan India had a 
small public sector. In ail there were only five enterprises 
with an investment of 29 crores. During the first two plans 
43 new enterprises were setup and their number rose to 48 
by the beginning of the Third Plan. Public enterprises other 
than railways, contributed resources for the first time in the 
Third Plan, even during the three Annual Plans and the 
Fourth Plan the Government could raise only Rs. 513 crore 
and Rs. 1,300 crore respectively as against the envisaged 
surplus of Rs. 651 crore and L764 crore respectively. The 
contribution of public enterprises turned out to be very low 
indeed. This has been so in all the plans without exception. 
Even for the Fifth Plan the state enterprises surplus turned 
out to be rather meagre. From this source hardly 6.3 percent 
of the total resources required for the plan could be raised. 
Under the Seventh Plan the public units were expected to 
generate surplus estimated at Rs. 35,485 crore. Keeping in 
mind the past performance of state enterprises it was 
inappropriate to hope that they could generate resources on 
this scale. However the contribution of public enterprises 
turned out to be much less. The public enterprises generated 
resources amounting to only Rs. 24, 394 crore that is 10.8 
percent of the total resources required for the Seventh Plan 
against the contemplated 19.7 percent. According to Bimal 
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Jalan "The most conspicuous failure of the public sector 
enterprises has been in the financial area. An important 
shortcoming has been the relatively low level of capacity 
utilization in many enterprises. This has increased the 
capital output ratio and reduced efficiency in the use of 
capital. The poor financial performance of several 
enterprises is traceable to a large extent to poor investment 
decisions. These are reflected in factors such as 
inappropriate technology, an irrational product mix and 
imposed marketing arrangement whatever limited progress 
has been achieved in initiating public sector reforms has 
been unsuccessful and the disinvestments strategy has itself 
being bogged down by controversies"."^ This means that 
there are a number of other factors which are responsible 
for such a dismal performance of these undertakings. The 
State Electricity Boards and State Road Transport 
Corporations, which are the two major state enterprises 
have been running at losses through out the planning period. 
The losses of SEBs are around Rs. 1.500 crore per year and 
the losses of SRTCs are around Rs. 200 crore per year. 
Further states incur annual losses of Rs.700 crores on 
commercial irrigation. Vaidyanathan identifies their 
unsatisfactory resource generation record as an important 
failure of planning in India. "Subsidies both implicit as well 
as explicit are also part of reason for low return to 
investment in public enterprises. The inability of public 
enterprises to generate surpluses for reinvestment and to 
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become a progressively more important source of both 
aggregate savings and finances for public investment has 
been a major failure of our planning".^ Another reason 
attributed to low generation of resources by the public 
sector enterprises has been the fact that. "Pervasive 
inefficiencies and poor financial performance in public 
sector enterprises have remained a major obstacle to 
industrial development and international competitiveness, 
inefficiency and lack of dynamism have resulted from cost-
plus pricing and distribution controls. Many public sector 
enterprises have been defacto monopolies protection from 
completion. A soft budget constraints easy access to budget 
funds and/or credit from the financial sector has allowed 
sick PSEs to survive. Ambiguous relationships with 
government supervisory authorities were not conducive to 
efficiency. These enterprises have also been constrained by 
multiple objectives, lack of managerial autonomy and 
overstaffing pressures in relation to operational needs. They 
have constituted a serious drain on government resources".^ 
Moreover public sector projects are quite often 
charged with ovcr-captilization. In other words the input -
output ratio obtaining in many projects was unfavourable. 
The study team found several undertakings viz. heavy 
engineering corporation, Hindustan Aeronautics Fertilizer 
Corporation, projects etc over capitalized. Regarding this 
the Study Team observed. "The causes leading to over-
capitalization can be traced to inadequate planning, delays 
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and unavoidable expenditure during construction, surplus 
machine capacity, tied aid resulting in the compulsion to 
purchase imported equipment on a non-competitive basis, 
expensive turn - key contracts, bad location of projects and 
the provision of housing and other amenities on a liberal 
scale". ' Moreover the capacity utilization of PSEs is low. 
During 1995-96, nearly 22 percent public sector enterprises 
operated in the capacity utilization range of 50 to 75 
percent and about 21 percent functioned below50 percent 
utilization far below the rated level of optimum utilization". 
In the Ninth Five Year Plan, the Public Sector Units 
were expected to generate surplus estimated at Rs.2,85,379 
crores. However in actuality it could generate amount only 
upto Rs. 2,28,795 crores that is 80.2 percent of the 
projected level it was not 100 percent because of the 
deterioration in the contribution of internal resources. Most 
of the Central Public Sector enterprises bonds are 
preferably placed with banks and financial institutions. 
Inspite of the Government's guarantee the enterprises have 
not been able to tap the market to the extent required during 
1997-98 and 1998-99 mainly on account of the primary and 
secondary market remaining subdued. Thus public 
enterprises becoming a vehicle of resource mobilization for 
financing development expenditure in the country remains a 
distant goal. 
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The second source of raising funds for economic 
development is additional taxation. In India, additional 
taxation refers to additional resource mobilization by 
levying additional taxes or through changes in the tax base 
and greater efforts at tax collection and by raising the 
administered prices. The objectives of the fiscal policy and 
tax structure should be based on the foundation of equality, 
certainty, convenience and economy. These old maxims of 
taxation are well-accepted standards for a tax system. In 
view of the great importance of taxation for the finance of 
development, a high priority has been accorded to it in the 
Indian Plans. Regarding its actual performance it has not 
been quite successful. The resources gathered under the 
head, additional resource mobilization in most of the plans 
have hovered around 25 percent or more of the total outlay. 
As a result the lax revenue as a percentage of GNP has gone 
up from around 7 percent in 1950-51 to 21 percent in 1988-
89. In the Seventh Five Year Plan the anticipated outlay was 
to be 24.8% of the total but in reality it turned out to be 
only 17.6 percent because of the reasons mentioned below;-
1) There has been a continuous decline in the share 
of direct taxes in the total tax revenue till mid-
nineties it is certainly a very unhealthy 
development. This suggests how inequitable our 
tax system has become over the years. 
2) Our tax system, particularly indirect tax system 
has led to large scale distortionary effects. The 
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share of indirect taxes in the total tax revenue is 
much higher than that of industrial countries and 
also appreciably higher than the average share for 
most of the developing countries. Our indirect tax 
system has not evolved as an integrated tax 
system as in developed countries. In a scramble 
for revenue, all types of products, raw materials, 
intermediate and final products the inputs as well 
as output have been brought under the direct tax 
net. 
Further, the various indirect tax levies fall mostly on 
the very same products, this has resulted in cascading effect 
causing an escalation of costs and profits at each stage. 
Further there is rampant tax evasion of both direct and 
indirect taxes leading to the generation of black money. It is 
often said that tax evasion is neither a new phenomenon nor 
a peculiar Indian problem. The Taxation Enquiry 
Committee, the Kaldor Report on Indian tax reforms, the 
Wanchoo Committee and the NIPFP have attempted to 
quantify the extent of black money. The Wanchoo 
Committee states that the high rates of taxation under direct 
tax laws - are the first and the foremost reason for tax 
evasion in India. In the words of the Committee. "An 
overwhelming majority of people have voiced the opinion 
that tax evasion is dependent on the rates of taxation and 
rises with increase in the rates''.^ In Indian tax struciure, 
relatively greater reliance on Indirect taxes for revenu 
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collection reflects that the canon of equity is not strictly 
followed. For example in 1950-51 the Government revenue 
collections through taxation was only 6.1 percent of GDP. It 
rose to 12.4 percent in 1980-81 and 15.7 in 1992-93. 
Making observation on the income taxation in early 1990's 
Sudipto Mundle and M. Govind Rao had remarked. "In the 
case of personal income tax, the exclusion of tax on 
agriculture incomes administrative difficulties of taking the 
unorganized non agriculture sector, provision of 
exemptions, and deductions for various purposes and 
difficulties in searching the hard to lax groups have 
rendered the lax base extremely narrow'". In addition an 
important source of income is still out of the income lax 
net. The agricultural income has been exempted from the 
Union income tax and the states are inclined to levy it 
though they have statutory power to do so. It is thus clear 
that during the period of planned economic development in 
India. The Government has tried to make the tax system 
integrated and broad based, however the result has not been 
a success because "a measure undertaken under the 
influence of one motive tended to get annulled or modified 
in order to accommodate the other".'^* 
Loans from the public:- It occupies an important place 
in the scheme of financing the Five Year Plans. Indian Plans 
have been placing heavy reliance on public borrowings for 
mobilizing scarce resources to cover, rising outlays in every 
plan. They are net market loans, small savings, provident 
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fund and Miscellaneous Capital Receipts (MCR), public 
borrowing financed 35 percent of the total outlay in the 
First Plan, 31 percent in the Second Plan, 25 percent in the 
Third plan, 20 percent in the three annual plan, 42 percent 
in the Fourth Plan, 28 percent in the Fifth plan and 41 
percent in (he Seventh Plan. There has been some 
percentage rise or fall in the various plans but in absolute 
terms the internal public debt has been mounting in every 
plan period. 
In India, the importance of market borrowing for 
resource mobilization has been recognized by the Planning 
Commission from the very beginning. This is evident from 
the fact that approximately 10.4 percent of the financial 
resources for the First Plan was raised through market 
borrowings. This was however, not regarded as a desirable 
change in the system of resource mobilization. Therefore 
for all the future plans, the government increased its 
reliance on market borrowing. For the Fifth Plan it was 18.3 
percent and for the Seventh Plan 25.5 percent of the total 
resources was raised through market borrowings. It has been 
demonstrated in some recent studies that market borrowings 
on this scale are non-sustainable. Together with the Central 
Governments deficit financing by Reserve Bank of India 
credit, they have pushed the country towards what is known 
as internal debt. It is a situation in which borrowings have 
to be resorted to just keep with the servicing of debt. 
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For the purpose of development, the Government 
borrows largely from the Commercial Banks, the Life 
Insurance Corporation (LIC) and the Provident Fund. The 
Government control over these sources of fund is 
considerable, and over the years their financial resources 
have increased rapidly. Hence the Government relied too 
much on the easy source of financial resources during the 
1970s and 1980s. The complacent attitude to growing 
market borrowings particularly during the 1980s was based 
on the assumption that borrowed fund would be used only 
for developmental purposes and that the resultant 
investment would yield adequate or indirect returns. The 
assumption was not fulfilled in practice. In the opinion of 
Raja. J. Chelliah, "The present fiscal crisis has arisen not 
merely because of revenue expenditure arising ahead of 
current revenues but also because capital expenditure 
financed by borrowings have not yielded adequate re turn" ." 
The increasing reliance on borrowing for financing plan 
outlay in each year is not a healthy sign for the economy, 
for it leads to increase in non-plan expenditure in the form 
of interest payment on loans which are continuously rising 
every year. Interest on borrowings consumed a very large 
share of tax revenue and contributed to mounting revenue 
expenditure in the Seventh Five Year Plan, whereas a 
provision of Rs.73,062 crores, was made in the Seventh 
Five Year Plan from market borrowing and other 
miscellaneous capital receipts, internal borrowings actually 
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aggregated to Rs. 1,03226 crores, this imposed higher 
burden in terms of interest payment on the general budget 
as a result, there was an erosion of balance from current 
revenues and with greater liberalization, the government has 
to compete with the private sector for market borrowings 
and this is likely to raise cost of borrowing further. 
In India greater reliance has been placed on deficit 
financing for mobilizing resources for the plan than due. 
The First Five-Year Plan was a modest plan and it was not 
difficult to raise adequate financial resources for it from the 
domestic sources. As a matter of fact the Government did 
not even make sufficient efforts in this regard and yet the 
resources raised from the domestic sources exceeded the 
targets. In absolute terms the deficit financing during the 
First Five Year Plan was on a modest scale and it did not 
generate any inflationary pressures in this period. Apart 
from this there were two other factors which prevented 
emergence of inflationary pressures in this period. Firstly 
the monetised sector expanded considerably and secondly 
the net national product rose far more than what was 
expected by the planners. Encouraged by this experience the 
Planning Commission decided to raise 25 percent of the 
aggregate resources required for the Second Five Year Plan 
through deficit financing though the Second Plan was 
smaller in size than the First Five Year Plan. Yet the 
planners fixed a lower limit for deficit financing to avert 
the risk of further generation of inflationary pressures. 
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However in practice, when the plan was in progress this 
consideration carried little conviction with the government 
and the actual deficit financing was approximately twice the 
amount envisaged in the original scheme of financing. 
During the 1980s that is the Sixth Five Year Plan and 
Seventh Five Year Plan deficit financing was done in an 
unprecedented scale. In the Seventh Five Year Plan, the 
planners considering the overall economic situation were of 
the view that the level of deficit financing as contemplated 
in the Seventh Plan was within safe limits. However, in 
practice, the Government failed to keep deficit financing 
within the projected limit due to the fact that, firstly the 
actual outlay in the plan in nominal terms was higher by 
around 26.8 percent which required larger resources in 
nominal term, secondly the balance from current revenues 
was negative, thirdly the public enterprises did not generate 
the expected resources. Hence the actual deficit financing 
under the Seventh Plan was as large as Rs. 34,669 crores 
which was around two and a half times the targeted amount 
of deficit financing and there was considerable generation 
of inflationary pressure, and in 1990-91, the overall 
budgetary deficit was as large as Rs. 11,486 crores which 
was unsustainable, therefore the deficit financing was 
brought down to 7081 crores. In 1994-95 for a change there 
was a budgetary surplus of Rs.2,295 crores. In the next two 
years, the budgetary deficit once again was large, and as a 
result during the Eight Plan Period, deficit financing 
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aggregated to P.s. 61,134 crores as against the contemplated 
deficit financing of Rs. 20,000 crores. 
India has been a capital poor country due to its low 
saving and low investing capacities, with every Five Year 
Plan the plan outlay has been substantially increased. 
Efforts to mobilize domestic resources through taxation, 
borrowing and deficit financing has been barely sufficient 
to finance outlays. This has necessitated the inflow of 
external assistance. It is preferable to the term foreign aid 
which has been called a misnomer because of the pre 
dominance of loans over grants. Our country has shown 
readiness to accept the foreign assistance as long as self-
sustaining stage is not attained. The only precaution is that 
it should not in any way endanger our freedom. Inspite of 
the pursuance of the neutralized foreign policy, India has 
not been able to receive the external assistance from the 
bulk of the World countries. In absolute terms, India had 
been the biggest recipient of foreign aid for development 
purposes during the first decade of economic planning. 
India has been recurring external assistance in the form of 
grants, loans and U.S. public law 480/665 etc repayable in 
convertible currency and rupees. 
The First Five Year Plan was financed by 9.6 percent 
from internal assistance. But the Second Five Year Plan and 
Third Five Year Plan and the Annuals Plans showed great 
financial strain. Consequently the dependence an internal 
Problems And Prospects of Financing The Fivc-Year Plans 
assistance increased to 22.5 percent in the Second Plan to 
28.2 percent in the Third plan and to 36.4 percent in the 
three Annual Plans. 
The overall external assistance authorized to India 
from April 1951 to March 1985 was of the order of 
Rs.91,166 crores of this Rs, 31,437 crores had been utilized 
which shows a utilization rate of 75 percent. High rates of 
utilization are misleading and must be interpreted carefully. 
Thus for the example the low rate of utilization in the 
Second Five Year Plan conceals the fact that authorization 
for commodity assistance to be utilized in the Third Plan, 
happened to be growing at the end of the Second Five Year 
Plan, a fact which brings out the misleading character of 
rates of utilization based on plan periods. 
One of the important constraints associated with the 
use of cxiernal assistance is the growing burden of debt 
servicing. It consists of amortization and interest payments 
involving foreign exchange and export of goods. Debt 
servicing payment as a percentage of gross aid utilization 
has been steadily rising with every plan. By 1984-85 the 
total debt service as a percentage of gross aid utilization 
was 43 percent which shows that burden of debt servicing 
has been offsetting a large part of external assistance, as a 
result only 57 percent of total aid was left for purposes of 
development. Planwise debt service ratio was the highest at 
58 percent during the Fourth Five Year Plan which fell to 
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51 percent in the Fifth Plan and further to 45 percent in the 
Sixth Plan and the snowballing effect of contracting more 
foreign aid became visible during the Seventh Plan when 
debt servicing rose to Rs. 12,6952 crore but during the next 
five years debt servicing sky rocketed to 39,980 crore out of 
which 55 percent represented amortization and 45 percent, 
interest payment. These facts indeed are a cause of concern 
and act as constraints. A number of domestic and external 
factors are responsible for this state of affairs. On the 
domestic front the most important factors are:-
i) The failure to generate adequate resources from 
internal sources for financing the Five Year 
Plans, 
ii) The need for foreign aid particularly in the form 
of technological assistance to carry out the 
different development projects 
iii) Failure to utilize the aid properly which resulted 
in the inability to generate resources for 
repayment 
iv) Failure to increase exports sufficiently. 
Regarding the external factors, the facts worth 
mentioning are that while most of the aid received by India 
was in the form of loans while grants constituted a small 
proportion. In recent years the proportion of concessional 
aid has tended to decline and India had to resort 
increasingly to commercial borrowings and hard loans 
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naturally the cost of foreign debt has increased. Moreover it 
is a very uncertain source like it is difficult to see when 
from where and how much external assistance would be 
available, and therefore in the absence of this information, 
the work of planning cannot proceed smoothly. In view of 
all this only limited use of foreign aid is desirable, any 
•undue dependence on it can lead to serious complications as 
mentioned above. 
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General impact on the pattern of distribution of the 
burden of development on different classes of people and 
the economy as a whole 
India is a pioneer in initiating economic planning 
among the third world developing countries. With the 
launching of the First Five Year Plan in 1950-51, It has now 
completed five decades of economic planning. As a result of 
this, India stands on different footing today. The people of 
India have conclusively demonstrated their ability to forge a 
nation united despite its diversity, and their commitment lo 
pursue development within the frame work of a functioning, 
vibrant and highly pluralistic democracy and the various 
governments has been constantly impressing upon the 
people of India that development planning in India aims to 
build up a socialist pattern of society. It is not slogans or 
political catch-phrases that matter, the more relevant thing 
is the changing pattern of the Indian economy because its 
analysis alone can convince whether we are moving towards 
socialism or drifting away from it the crucial question is at 
whose expense the country is to be developed. 
The sources of finance are internal resources and 
external borrowings (external borrowings are built in 
feature of Indian plans). Internal resources are raised by the 
government through taxation, deficit financing and loans. 
The Government resorts to taxation for generating 
resources for development because taxes play a very 
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important role in the fiscal system of a modern mixed 
economy. Taxes are not a source of revenue of the 
Government at different levels they are also an instrument 
of control. Taxes are used to control inflation, to change the 
pattern of production in the desired direction, and and to 
improve the balance of trade position of the country. Direct 
taxes play a significant role in the tax system not only as a 
source of revenue but as a powerful instrument for 
achieving objectives of social and economic policy. Firstly, 
Direct taxes helps to make the tax system progressive and 
progressiveness is considered desirable in the interest of 
equity and for reducing the disparities in the distribution of 
income and wealth. Secondly, direct taxes sub-serve the 
strategy of planning in many ways. On the contrary indirect 
taxes are regressive in nature as they are usually imposed 
on consumption items because in general, poor people have 
a high propensity to consunie than the rich people. Infact, 
the marginal propensity to consume gradually decreases 
with the increase in income, thus the poor people who spend 
the major portion of their small income on consumption 
goods, pay the maximum amount of indirect taxes. 
However, over the years, the incidence of indirect taxes 
which hit the common people has gone up steadily while the 
direct taxes like the income tax, the corporate tax, the 
wealth and Gift tax have steadily declined and as a result of 
poor performance of direct taxes, the Government has been 
forced to rely increasingly on indirect taxes, which rose 
W\C 
from 71.2 percent of total tax revenue in 1960-61 to 85.5 percent in 1989-90 while the 
share of direct taxes went down during the period from 28.8 to 14.5 percent of the total 
tax revenue as can be seen from the table E-1. 
In 1990-91, the share of direct taxes in the total tax revenue of the union, states, 
union territories and local bodies combined was only 15.9 percent and the indirect taxes 
84.1 percent. 
Table E-1 Direct and Indirect Tax Revenue 
Year 
1960-61 
1970-71 
1980-81 
1985-86 
1988-89 
1989-90 
1990-91 
1998-99 
2000-01 
Average 
Std. Dev. 
Coeff of Var. 
Direct Taxes As% of 
total tax revenue 
28.8 
22.0 
17.6 
15.1 
15.3 
14.5 
15.9 
32.4 
36.2 
21.98 
8.38 
38.12 
Indirect Tax As % of 
total tax revenue 
71.2 
78.0 
82.4 
84.9 
84.7 
85.5 
84.1 
66.7 
62.9 
77.82 
8.71 
11.19 
Source: Government of India, Ministry of Finance, Economic Survey, Various Issues. 
Table E-1 
The contribution of direct taxes in total tax revenue is 21.98 percent during the period 
of 1960-61 to 2000-01 whole indirect taxes contributed 77.82 percent. As the values of 
standard deviation and coefficient of variation indicate, the contribution of indirect 
taxes is comparatively more consistent than the direct taxes. 
This increase in the indirect taxes is not a good sign for any economy because 
direct taxes are less distortionary and more equitable in impact as compared to indirect 
taxes keeping this fact in mind the government setup a tax 
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reform committee under the chairmanship of Dr. Raja J. 
Chelliah in August, 1991 to recommend a comprehensive 
reform of both the direct and indirect tax system. In 
response to tax reforms, the tax/GDP ratio registered a 
perceptible increase. As the result of the tax reform direct 
taxes increased from 15.9 percent in 1990-91 to 32.4 
percent in 1998-99 and then to 36.2 percent of the gross tax 
revenue while the indirect taxes went down during the 
period from 84.1 percent to 62.9 percent of total tax 
revenue as given in table No. t -1 . This achievement was 
possible by reducing the scope of exemption and reduction. 
The improvement in the direct tax/GDP ratio witnessed in 
the post reform period has been largely due to broadening 
the scope of tax deduction at source. "The main potential 
for improvement in the tax/GDP ratio continues to be in the 
area of direct taxes, particularly that in the personal income 
tax. The introduction of one-by-six scheme has done much 
to bring increasing numbers of people with taxable incomes 
under the tax net". ' Moreover new measures to curb tax 
avoidance by transfer pricing was also introduced. However 
the Indian tax laws are full of concessions, exemptions and 
loopholes. Most of the new enterprises are permitted to 
operate free of any corporate tax for the first five years the 
budget for 1995-96 declares five-year holiday also for all 
infrastructure projects. In June 1995 the Government 
decided to allow with effect from April 1995, tax holiday 
for any five years of the first twelve years of operation of 
an infrastructure project, which includes transport and communication 
mining and power. Ten years tax holiday offered to projects in core sectors like 
roads, hi^ways, waterways, water supply, sanitation and solid waste 
management systems can now be availed of during the initial twelve years. The 
facility of five year tax holiday available to the communication sector till 
March, 2000 was reintroduced for units commencing their operations on or 
before March 31,2000. 
The contribution of direct taxes in total tax revenue is 21.98 percent during the 
period of 1960-61 to 2000-01 whole indirect taxes contributed 77.82 percent. 
As the values of standard deviation and coefficient of variation indicate, the 
contribution of indirect taxes is comparatively more consistent the direct taxes. 
Tax incentives were made available to investors for providing long-
term finance to enterprises engaged in infrastructure. If a new enterprise 
undertakes expansion before the end of the five year period, the corporate tax is 
waived for several more years vary generous depreciation allowance even 100 
percent accelerated depreciation, is allowed and export earnings are totally 
exempt from taxes. Some years ago, an American specialist in international 
investment and tax problems, Mathew J. Kust, said that the "Indian tax laws 
permit extremely liberal and accelerated depreciation which allows a new 
enterprise to write off 85 percent of its investment during the first three years. 
Various other concessions and rebates, like development rebate and rebate on 
expenditure for research and development (in almost all cases a euphuism for 
adaptations of foreign technology to Indian conditions for quality control are 
liberally offered)"^ At a convention "Advantage Maharashtra global Investors" 
organized by the Maharashtra government and others early 
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in 1997, S.N.L. Aggarwal commissioner of Income tax, 
Mumbai, said that India has an assessee - friendly tax 
system and that the incidence of taxation on foreign 
corporates is very low compared with other countries. There 
are tax exemption in many ways 100 percent tax exemptions 
is available for example "concession available for 
infrastructure by way of 10 years tax holiday were extended 
to the development of special Economic Zones (SEZs). 
Specific thrust was put on agricultural exports by 
announcing establishment of Agri-Economic Zones. To 
boost exports duty draw back rates were revised upwards 
and value caps under Duty Entitlement Pass Book (DEPB) 
abolished for a number of export products".^ A special 
financial package was also announced for large value 
exports of selected products. Besides these short-term 
measures government also unveiled a medium term export 
strategy to achieve a quantum jump. An article in Economic 
Times stated that because of these concessions, exemptions 
and loopholes. Reliance Industries, now the largest private 
sector company in India which made a net profit of Rs. 576 
crore (Rs.5760) million in 1993-94 did not pay an corporate 
tax all. The Centre for Monitoring Indian Economy (CMIE; 
found that out of a sample of 1,206 companies, as many as 
514 companies paid no corporate tax at all in 1993-94. To 
quote from the above article in THE ECONOMIC TIMES 
"The tax paid by the corporate sector in proportion to their 
gross profits has fallen from 23.55 percent in the first half 
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1993-94 to 17-07 percent in the same period in 1994-
95". Speaking at a workshop organized by the 
confederation of Indian Industry at Delhi on 16"^ May 1995, 
the Revenue Secretary of the Government of India, M.R. 
Sivaraman said "What needs to be considered is incidence 
of tax and not the tax rate and compared to other countries, 
tax incidence in case of corporate tax is much lower in 
India. Again on 6 December 1995 he said that the rate of 
corporate tax was 46 percent but the final rate was only 
19.5 percent due to a large number of exemptions and 
concessions. He observed that since the large number of 
exemptions are provided in India, the corporate tax 
incidence works out to be just 19.5 percent to 20 percent 
whereas it is as high as 30-40 percent in other countries 
where tax rates are lower".^ 
To attract investment by large Indian and foreign 
companies, the different State Governments compete with 
one another with offers of capital subsidy, sales tax 
exemption etc. besides offering land, water, electricity and 
other infrastructural facilities at nominal prices. 
To promote exports all kinds of incentives are offered 
to export houses, Indian and foreign by the Central 
Government. Till 1992, the incentives were primarily 
1. Duty drawback 2. Cash compensatory support 
3. Import replenishment 
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Amresh Bagchi writes that in the Tenth Report 
presented to Parliament in Nov. 1977, The Public Accounts 
Committee observed that "while the votaries of cash 
assistance scheme may argue that this is not too high a price 
for the economy, if the value of other concessions and 
facilities like import replenishments, concessional railway 
freight, concessional bank finance, supply of raw materials 
at subsidized prices, grants in aid etc extended to exporters 
is also quantified and taken into account the total cost of 
the export promotion effort may well turn out to be not 
quite proportionate to the net gain actually accruing to the 
country as foreign exchange".^ 
Deepak Nayyar, who become Chief Economic Advisor 
to the Government of India was of the view that if one 
"added up indirect tax advantages with the 20 percent 
subsidy extended to engineering exports, the total subsidy 
to them might be taken as high as 100 percent' I " ' 
Since April 1992 a new scheme called the Duty 
Exemption Entitlement Certificate (DEEC) has replaced the 
direct subsidy like the cash compensatory support. The new 
scheme is doubly welcome to export houses. It helps many 
exporters to enrich themselves in several ways. A 
consignment may be exported and sold to an overseas buyer 
at a price many times its real worth. The black money that 
was sent out in a clandestine manner return laundered as 
white money. Since the introduction of the scheme there has 
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been spate of such fake exports and rackets in hawala 
operation. These "bogus exports" which are rather 
encouraaed by the authorities who have asked all 
enforcement agencies like the directorate of revenue 
intelligence the enforcement directorate and the Central 
Bureau of Investigation (CBI) to stop all probes and 
"harassment" of the exporters are likely to have contributed 
a sizeable portion of India's foreign exchange which has 
swelled since 1992. According to one estimate the actual 
revenue sacrificed as a result of the DEEC is over 20,000 
crores. If the central excise, foreign exchange and income 
tax sides of the scheme were also taken into account the 
loss would be many more 1000 crores of rupees. A report by 
a Study Group has underlined that the most frequent misuse 
of DEEC has been by way of division of duty free imports 
into local market while meeting export obligation by free 
fraudulent means. It has also noted that there were cases 
where exported goods were deliberately made of inferior 
quality imports of prime materials. 
Indian businessman are keen on making quick profits 
and much interested in running a parallel economy that is 
tax evaded or in other words black money and this money is 
invested in real estate, share market etc. for quick 
speculative profits. In January 1981, the Government of 
India officially recognized the existence of black money for 
the first time and announced various measures to unearth 
black money. For example the introduction of a 10 year 
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'special bearer bond' was a measure in this direction. 
This bond offered tax free benefits to the owners, above all 
the buyer of the bond need not have to disclose the sources 
of income lo the Government. Unfortunately, this scheme 
largely failed to unearth black money likewise Indira Vikas 
Patra, introduced in 1986, did not yield any result. Further 
more the Voluntary Disclosure Scheme was introduced but 
it also failed to prevent the menance of black money. In this 
regard it may be noted that GDP growth rale for the period 
1980-81 to 1994-95 works out to be 52 percent per annum at 
1980-81 prices. This only underlines the fact that black 
income has been growing at 2.6 times the growth rate of 
GDP. The situation is rather alarming and it indicates the 
tolerance limits of our polity towards tax evaders, black 
marketers and smugglers. It affects the slate exchequer as a 
consequence of lax evasion, both from direct and indirect 
taxes since the Government is not able to plug the leakage 
of tax evasion, it has to resort to other avenues of raising 
funds so it imposes existing rates of taxation on 
commodities. As a result, India has developed a regressive 
tax structure. Direct Taxes Enquiry Committee in this 
connection mentioned "Black money and lax evasion which 
go hand in hand, have also the effect of seriously 
undermining the equity concept of taxation and warping its 
progressiveness. Together they throw a greater burden on 
the honest tax payer and lead to economic inequality and 
concentration of wealth in the hands of unscrupulous few in 
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the country **. Emphasizing the fact, D.K. Ranginikar 
mentions "So while the tax paying public finds its own 
income falling, the non-tax paying public is having a free 
run of swelling concealed incomes thereby adding a new 
dimension to the problem of inequality of income and 
wealth".^ According to an estimate of the Planning 
Commission the amount of black money is about 3 lakh 
crore at 1989-90 prices. The addition to the parallel 
economy is put at Rs.50,000 crore per year by conservative 
estimates. 
According to a Reuters report dated 3 December 1992, 
the director of India's Central Bureau of investigation told 
Reuters that most of the money leaving India through illegal 
channels was either deposited in foreign banks which thrive 
on secrecy or in several tax havens across the world. The 
report states some official estimates place India's losses 
through illegal transfers at between S5.5 billion and $7.5 
billion annually. Madhu Dandavate the then Deputy 
Chairman of the planning commission made a very modest 
estimate of the black money circulating in the Indian 
economy when he said in December 1996 that it was to the 
tune of Rs. 80,000 crore. As regards the money stashed 
away by Indian businessman and politicians in Swiss banks 
alone, the Chief de mission of the Swiss Embassy in New 
Delhi, due Pierre Helg quoted unofficial estimates 
suggesting that it amounted to more than $80 billion or Rs. 
280,000 crore. Mr. Bhurelal, Central Vigilance Secretary 
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revealed that Swiss bank officials had told investigators 
on the probe mission some time ago that the Indian money 
lying in vaults cannot be estimated He commented "It is 
really a situation of rich Indian Contribution to poor 
Europe".'^ Moreover, instead of contributing to savings and 
stimulating investment for productive purposes, various tax 
reliefs lo the big industrialist and businessman have only 
helped corruption to assume gigantic proportions to the 
detriment of the interest of the country and the people. 
The landlords too are a favoured class who hardly pay 
any direct taxes. According to the Eight Five Year Plan 
"The ratio of direct taxes relating to the agricultural sector, 
including the land revenue and agricultural income tax, to 
agricultural GDP fell from about 1.2 percent in 1950-51 to 
less than 0.7 percent in 1989-90"*." 
It is the landlord and rich peasants who can derive the 
maximum benefit from the increases in procurement prices, 
for procurement prices sets tiie floor prices above which 
prices in private trade are fixed. An over whelmingly large 
share of the benefits from irrigation, subsidized electricity 
is appropriated by the landlords and the rich peasants as 
they are the main beneficiaries of hundreds of thousands of 
crores of rupees invested for the development of agriculture 
for it is they who owns most of the land. Thus they get the 
bulk of benefits of low irrigation rates, subsidized, cheap 
credit to buy, farm. Machinery, subsidized fertilizers etc! 
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The Eight Plan States that according to estimates 
for 1987-88 "The gap between the annual working expenses 
and the gross receipts from water rates stood at Rs. 400 
crore. Similar problem exist in the case of ground water 
irrigation where water rales reflect only about 1/6"^  of the 
economic water rates. Electric charges for agriculture 
purposes, including pumping of water are highly 
subsidized".'" According to S.S. Acharya, Chairman of the 
commission for agricultural costs and prices. "The subsidy 
for irrigation was Rs. 3,011 crore for electricity Rs. 5,963 
crore and the total input subsidy of agricultural sector was 
only Rs. 14,682 crore in 1992-93. The middle class and 
poor peasants had only a small share of benefits from these 
subsidies".'"' 
Deficit Financing is another important tool of the 
Government of India for raising resources to finance the 
plans. The Government of India have resorted to greater and 
greater monetary expansion-much greater than what the 
meagre increase in national income has justified-To raise 
resources during the Second Five Year Plan and all 
subsequent plans. During the Third Plan (1961-66) for 
instance the annual rate of growth of national income was 
2.2 percent but the money supply increased by about 40 
percent. The growth of national income especially of the per 
capita income which has been about 1.4 percent per annum 
has always lagged far behind the monetary expansion. 
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Internal Debt is another important source of 
finance of the plans. It too is mounting every year. The 
outstanding internal debt of the centre during 1993-94 stood 
at Rs. 2,42,729 crores which was higher by Rs. 43,627 crore 
than in the previous year. The other liabilities comprising 
small savings, provident fund etc rose to Rs. 1,83,298 crore 
in 1993-94 from Rs. 1,60,554 crore in 1992-93. The budget 
for 1995-96 had estimated interest payments. The interest 
payment for the interest loans stood at Rs. 52,000 crore, 
which took away 51.5 percent of total revenue receipts. As 
a ratio of GDP debt-service payments have increased from 
3.4 percent in 1985-90 to about 4.6 percent in 1995-96 and 
around 5 percent in 1999-2000. The main sufferer in this 
process is government capital expenditure on both social 
and infrastructure facilities. High debt service payments 
also preclude increase in or even maintenance of current 
real level of expenditure in social sector services. 
As noted before Indian plans are invariably dependent 
on external loans. The costs that the Indian people have to 
pay for such finance are quite a heavy burden on them. 
Apart from other payments under different guises India had 
to pay the foreign creditors during the years 1991-92 to 
1994-95 above $35.42 that is approximately Rs. 1,11,888 
crore. A contributor to the Statesman wrote. "The 
outstanding dues of the government, domestic and 
international were Rs. 723,750 crore in 1995-96, it must be 
realized that whenever the government talks of external 
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debts it gives figures at historical prices wliich means 
the actual implication is far more ominous".' ' ' 
According to the Budget for 1997-98 the revised 
estimates of repayment of debt (internal and external debt 
was Rs. 66,545 crore and interest payment Rs. 58,500 crore. 
a total of Rs. 123.045 crore which has been 95.6 percent of 
the total revenue receipts of the Government of India in 
1996-97. In '2000-01 , the burden of the interest payment 
further rose to Rs.90249 crore. In 2001-02 the burden of 
interest payment increased and reached to Rs. 99314 crore. 
The percentage is likely to be exceeded as there are likely 
to be shortfalls in revenue receipts on account of the tax 
concessions showered on the corporate sector and the rich. 
The debts and the payments to service debts are mounting 
fast higher and higher every year. All these have invariably 
contributed to the rise in inflationary pressures on the 
economy. Since the mid-fifties inflation, the scourage of the 
toiling people has been particularly severe since 1991-92. 
Inability to contain rising prices has been considered as the 
biggest failure of economic planning of the country 
although the general price level in the country rose at an 
annual average of five to six percent during 1950-70 but it 
rose alarmingly at the average rate of 20 percent during 
1970-75 there was again an inflationary spiral in price level 
at an average rate of 18 percent during 1983-84 and 1984-85 
wholesale price index gradually increased by 9.4% and 
7.0% respectively. In order to face this serious inflation and 
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to restore price stability the Government took several 
initiatives during 1991-92 and 1992-93. As a result of all 
these measures inflation rate began to recede from Sept. 
1991 and stabilized between 12-14 percent until the middle 
of July, 1992. Thereafter the rate of inflation declined 
steadily and came down to 6.8 percent in January 1993. 
However the same rate rose further and rose to 10.2 percent 
in March, 1994 and then declined to 1.38 percent in March 
30, 2002 thus these type of fluctuations in the price 
behavior have been affecting the flow of income, savings 
and investment and thereby retarding the growth of the 
economy to a considerable exieni. According to ihe 
Economic Survey 1994-95 "Primary articles continue to 
contribute disproportionately to the total inflation with an 
increase in their contribution from 35 percent in 1993-94 to 
46 percent in 1994-95"'"" the regular and steep increase b\ 
the Government especially in the eighties and in the 
nineties of prices of food grains, sugar etc supplied through 
the public distribution system and of administered prices of 
petroleum products, coal and of freight rates and fares have 
intensified the inflationary pressures. In most years, the 
prices of foodstuffs have tended to rise faster than those of 
the goods while the GDP growth is slow and the per-capila 
GDP is much slower, the food prices have risen steadily and 
steeply. To quote B.S. Minhas "the poor and the weak who 
have no means available to neutralize inflation are hit in 
their stomach".'^ 
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Therefore it can be concluded that the main 
beneficiaries of Indian plans are the Indian and the 
capitalist and the Indian landlords with negligible 
contribution to the total plan outlay. It is the toiling people 
of India, the workers, the peasantry (except its upper 
stratum) and the petty middle class people - at whose 
expense development takes place in India. It is on them that 
the burden of financing the plans has been imposed by the 
ruling classes because so far there has been great 
divergence between ideology and actual economic situation. 
The purpose of land reform, co-operative societies, 
panchayat raj or even the rapid expansion of the public 
sector is defeated by the moral crisis that exists in India. 
Socialism has so far remained a mere slogan with very little 
policy content. 
All the different source of public finance like, heavy 
indirect taxation, enormous increase in the money supply, 
without corresponding growth in the purchasing power of 
the people, the staggering increase in the internal debt, 
external debt and servicing of them, are means of 
transferring money from the toiling people to the upper 
class people and the landlords thus leading to distributive 
injustice. 
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SUMMARY AND CONCLUSIONS 
7.1 Summary 
Failure of the market-based economy in ensuring the 
welfare of the society has led to the adoption of economic 
planning in most of the developing countries of the world. 
The new economic order caters only to those sectors, 
which are efficient, and neglects the areas like 
infrastructure that need a large amount of investment and 
produce low rale of return with a long gestation period. 
Again there are also some goods and services that do not 
attract the private sector due to indivisibility in their 
consumption such as quality of environment, national 
defence, entertainment services, local administration, street 
lights, roads, bridges etc. All these factors justify the 
government intervention in the economy through economic 
planning. 
The financing of economic plans comprises of two 
important tasks i.e. 
(i) Planning for the sources of finance 
(ii) Planning for expenditure on different heads. 
Since the volume of expenditure on different heads is 
dependent on the availability of resources; the planning for 
the financing of plans has emerged as the most important 
aspect of planning process. Therefore, the management of 
financial resources occupies an important place in the 
scheme of financing of five-year plans. The selection of 
various sources financing the five-year plans and managing 
the respective amount from each source has always been a 
tough task before the Central as well as the State 
Governments because each source has both its positive and 
negative impact on the economy. The selection of sources of 
financing like taxes, borrowings, deficit financing etc are 
important because these have a close bearing on the pattern 
of distribution of the burden of development on different 
sections of the society, the price level and the balance of 
payments situation. To get better result therefore a 
combination of all the sources of finance is required to raise 
the funds for development plans and therefore the need 
arises for an optimum combination of the sources for 
financing the five year plans. 
The success or failure of the physical targets set by 
the Plans depends on its effective implementation. For the 
effective implementation of the programmes sufficient 
amount of finance is required at the right time. In short, the 
problem of raising funds to finance the plans is an 
important aspect of plan implementation. The major sources 
of finance used by the Government of India are broadly 
classified under three heads. 
1) Domestic budgetary resources of which 
a) Balance from current revenues (b) Contribution from 
public sector units (c) Internal private savings through 
market borrowing, small savings, provident funds etc. 
ii) Additional resources in the form of additional taxes and 
additional funds from government undertakings 
(2) If necessary. Government uses deficit financing and 
(3) External assistance of which 
(a) Loans and grants from foreign countries (b) Loans 
from international institutions 
The second chapter of the present research work 
covers theoretical background of this research problem. i\o 
doubt in India, all the sources of finance for the five year 
plans are well defined, but there are a number of constraints 
which limit the expected amount of financial resources from 
a particular source. 
The surplus from the Government undertakings is 
regarded as an important source of finance by the Planning 
Commission of India. However the contribution made by the 
public sector undertakings has always been less than 
anticipated. Since most government enterprises are running 
at a loss and the Government Departments like Railways, 
Posts, Telegraph etc have always contributed less. Despite a 
minimal contribution it is regarded as a useful source of 
financing the plans 
Taxation is an important source of financing the five-
year plans in India. On the one hand it generates adequate 
amount of financial resources to execute the planned 
projects, on the other it reallocates the resources to bring 
out optimum utilization of resources and reduces income 
inequality. It is the most effective method of organizing 
savings out of the incremental income, particularly when 
the per capita income is low. Its scope as a source of 
financing the plan also increased also because it reduces the 
inflation rate or rising price level however with the passage 
of time, the structure of this source of financing has become 
lopsided and regressive. Now the share of indirect taxes in 
the total tax collection has increased which has reduced the 
consumption level. Again the unequal treatment of Indian 
tax system - more benefit to higher income group, has also 
negatively affected the social obligations of the planning 
purpose. Moreover, the administrative inefficiency and 
loopholes undermined the potentiality of taxation in raising 
the funds for developmental purposes. 
The next important source of finance is the public 
borrowing from the internal sources, which was assumed to 
be an inappropriate source by the classical economists. 
They advocated that the use of public borrowing should be 
only under exceptional circumstances but with time it has 
occupied a significant place in the scheme of financing of 
the five year plan. In the developing economies it is quite 
difficult to increase the supply of consumer goods in the 
initial stages of development. If consumption is not 
restricted the current demand cannot be met by the available 
supply of the consumer goods and chances of inflationary 
pressure become evident thereby hindering the level of 
development. In this case public borrowing reduces the 
chances of excess demand and thereby inflationary pressure 
by borrowing some amount from the public. This source of 
financing the five-year plans is disadvantageous in the 
sense that its burden is borne by the future generations, 
which in turn is recovered by imposition of heavy taxes. 
When the current revenues are not sufficient to meet the 
planned government expenditure, a new method of financing 
is used which is popularly known as deficit financing. 
Through this method new currency is issued to raise the 
desired amount of funds that enables the banks to create 
more credit. Consequently the total supply of money in the 
economy increases leading to a rise in prices but this price 
rise is temporary in nature because the increased supply of 
money in the economy is used for developmental purposes 
that creates productive capacity and production in the 
economy. Ultimately it became a necessary and healthy 
corrective source for financing the developmental 
programmes when the economy is suffering from 
depression, deflationary conditions deficiency of effective 
demand or presence of idle capacity. 
The planned developmental expenditure of the 
developing economy is so high, that it fails to generate the 
required amount of finance from the internal sources. Due 
to low per capita income the domestic savings cannot be 
mobilized beyond a certain level. This shortfall of domestic 
saving is bridged up by the external sources in the early 
stages of development. Moreover it has the advantage of 
importing essential capital goods and managerial skill over 
the internal sources of finance. Though the resource 
mobilization from external sources serve a multipurpose 
role, a number of difficulties and problems are associated 
with its availability and use. Most of the external sources oi^ 
finance come to developing countries in the form of aid on 
concessional terms but with many terms and conditions on 
the receiving country. The most vulnerable problem with 
aid is that its source is very uncertain. It is very difficult to 
predict that how much, when and from which country, 
external resources can be mobilized. Under such type of 
uncertainties regarding the inflow of capital from external 
sources it becomes very difficult to carry out the 
developmental programmes smoothly. 
The Planning Commission of India is carrying out its 
developmental plan under the single paradigm of quick 
economic growth to address the plight of the poor over the 
last 55 years, for carrying out this task, the choice of 
financing the plans occupies an important place. To make 
the analysis of pattern of financing the five-year plans more 
simple, we have divided the sources of finance into five 
broad categories. 
a) Current revenue receipts 
b) Net Capital Receipts 
c) External Assistance 
d) Deficit Financing 
e) Surplus of public sector 
Among the different sources of financing the plan 
outlay in the public sector, the share of government 
borrowings (e.g. market borrowings, small saving 
institutions etc) has been the highest during the planning 
era except in the Third Five Year Plan and Fifth Five Year 
Plan. The total share of capital receipt in financing the plan 
outlay was 35-0 percent in the First Five Year Plan that 
steadily declined to 24.6 percent during the Third Five Year 
Plan. In the Fourth Five Year Plan its share rose to 40.5 
percent and became more than 50.0 percent in the Seventh 
Five Year Plan. 
The contribution of current revenue balance has been 
the second highest till the Sixth Five Year Plan in financing 
the plan outlay. Its share in financing the plan outlays was 
32.6 percent in the First Five Year Plan, which slowly 
declined and touched a low of 2.0 percent in the Seventh 
Five Year Plan with an exception of 41.6 percent in the 
Fifth Five Year Plan. The contribution of public sector 
enterprises remained stagnant aorund 6.0 percent during 
First Five Year Plan to Fifth Five Year Plan. After this, it 
share rose and became 34.1 percent in the Eight Five Year 
Plan. 
Deficit Financing has also contributed significantly in 
the First Five Year Plan, 17.0 percent of the total financial 
requirement was fulfilled by deficit financing that increased 
to 20.4 percent and 13.2 percent except during the Second 
Five-Year Plan and Third Five Year Plan respectively. 
Since then the relevance of deficit financing has diminished 
and its contribution was at its mininium of 4.6 percent in 
the Eight Five Year Plan. An important feature of the Ninth 
Five Year Plan is that the government has stopped taking 
recourse to deficit financing as a source of finance. 
The total domestic budgetary resources plus deficit 
financing have supplemented nearly 90.0 percent of the 
total financial requirement of the plan outlay. Therefore the 
contribution made by external sources has been 10 percent 
on an average except during the two plans i.e. in the Second 
Five Year Plan and Third Five Year Plan, when the 
financial aid provided by external sources was 22.5 percent 
and 28.3 percent respectively. The internal sources oi' 
financing the five year plans has therefore maintained its 
importance over the years, on an average the contribution of 
internal sources of finance has been more than 85.0 percent 
of the total requirements showing less dependency on the 
external sources of finance till the end of the Eight Five 
Year Plan. The outstanding liabilities of the Central 
Government comprising internal and external liabilities 
registered a declining trend as proportion of Gross 
Domestic Product (Gross Domestic Product) till 1998-99. 
which was mainly on account of increase in internal 
liabilities, which increased from Rs. 722962 crores to Rs. 
1435663 crores. 
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The aggregated financial resources from the different 
sources are used to finance the public expenditure, which is 
broadly classified into 
i) Plan expenditure 
ii) Non-Plan expenditure 
The plah expenditure includes expenditure on 
a) Central plans, such as agriculture, rural developmeni, 
irrigation and flood control, energy, industry & 
minerals, transport, communications, social services 
& others. 
b) Central assistance for plans of the states and union 
territories. 
While the non-plan expenditure includes. 
i) Revenue expenditure thai is expenditure on interest 
payment, defence and subsidies 
ii) Capital expenditure includes loans to public 
enterprises and loan to foreign governments. 
In the total planned expenditure the highest allocation 
of fund was made to energy sector. In 1991-92, the total 
allocation of fund to this sector was Rs. 19733 crores that 
was 30.5 percent of the total planned expenditure. The 
dominance of this sector continued to remain over the total 
planned expenditure during the 1990s. However in 2000-01 
the expenditure over this head was 21.5 percent of the total. 
The expenditure over this head therefore has been constant 
during the study period. 
The sector that managed greater share in the planned 
expenditure of the government over the years is social 
services. It aggregated 15.9 percent of the total planned 
expenditure in 1991-92. This sector registered a slow gain 
and absorbed 21.2 percent of the planned expenditure in 
1996-97. After a gradual decline in 1997-98 once again it 
convinced the planners of the need for greater allocation of 
funds for it in 1998-99 which was 25.9 percent, highest 
among all these years. But in 2001-02, this sector failed to 
register its importance in reducing the social deprivation 
and got a share of only 20.7 percent in the total planned 
expenditure. 
The two important sectors that decide the fate of more 
than 60 percent of the population are agriculture and allied 
activities and rural development. The Governments 
expenditure on agriculture and allied activities has not 
increased during the last decade of the 20''' century. After 
the economic reforms it could not remain a priority sector 
for the government. In 1991-92 only 5.9 percent of the total 
planned expenditure was allocated to this sector, the share 
of agriculture and allied activities in the planned 
expenditure, has declined slowly and reduced to 4.6 percent 
in 1997-98 with the exception being in the year of 1998-97. 
This declining trend of the share of agriculture and allied 
activities in the total planned expenditure continued and 
became 2.6 percent in 2001-02. Contrary to this, the 
government expenditure on rural development formed an 
inverse U shape. Its share in the total planned expenditure 
firstly increased then reached to its maximum and then 
declined. Its share was 6.9 percent in 1991-92 that reached 
to its maximum of 8.0 percent in 1996-97 and then declined. 
At the end of the fiscal year 2001-02, the share of the rural 
development expenditure in the total expenditure shrunk to 
3.4 percent. We can therefore say that during the 1990s and 
thereafter the government planned expenditure favoured 
those sectors, which were less concerned with the welfare 
of the masses. 
Interest payment is an important constituent of non-
plan expenditure, which is included in ihe revenue 
expenditure. With the passage of time, the burden of 
interest payment has increased during the period 1990-91 to 
2001-02. In 1990-91 the total non-plan expenditure spent on 
interest payment was Rs. 21498 crores which was 3.8 
percent of Gross Domestic Product. After a decade the total 
interest payment rose to Rs. 112300 crore that was 4.9 
percent of the Gross Domestic Product in 2001-02. The 
Central Government expenditure on major subsidies 
occupies an important place in non-plan expenditure, the 
total expenditure on the major subsidies was Rs. 9581 
crores in 1990-91 which was 1.9 percent of the Gross 
Domestic Product. After the economic reforms the 
Government has curtailed the expenditure on subsidies. 
Though in absolute terms the total expenditure on this head 
has increased to Rs. 27845 crores but as percentage of 
Gross Domestic Product its share declined to 1.2 percent in 
2001-02. The third important constituent of non-plan 
expenditure is defence. No doubt, in absolute terms 
expenditure on this sector has increased but as percentage 
of Gross Domestic Product its share has remained consistent 
during the period 1990-91 to 2001-02. 
A general review of plan situation is being represented 
in the third chapter. On the eve of independence there was 
widespread incidence of poverty and unemployment along 
with the shortage of food supply. Among all these, the most 
terrible problem was food shortage that became the centre 
of attention in the First Five Year Plan. Keeping this, in 
view highest priority was given lo agriculture sector, by 
allocating it about 27 percent of the expenditure but in 
actuality turned out to be about 44 percent. To execute the 
First Five Year Plan, the government had identified three 
major sources of finance (e.g. budgetary resources, external 
assistance and deficit financing). In the plan as it was 
originally formulated, the estimate of total domestic 
resource to be raised by way of taxes, loans, small savings 
etc was Rs. 1258 crores the balance of Rs. 811 crores being 
financed from external assistance. 
Content with the performance of the First Five Year 
Plan, the Second Five Year Plan was formulated in an 
atmosphere of considerable optimism. To address the 
problem of poverty and unemployment more effectively, the 
planners adopted the economic policy on socialistic pattern. 
The new planning approach aimed at improving the standard 
of living with the help of (i) A sizeable increment in 
national income (ii) Rapid industrialization with a greater 
emphasis on the development of basic industries and ii) 
reducing the incidence of inequalities in the distribution of 
income and wealth. 
The starting of a number of projects during the Second 
Five Year Plan to realize the above objectives put the 
Indian economy under stress and strain. To implement all 
the above programmes a huge amount of resources was 
required which was not easy to mobilize, under the existing 
economic conditions of the country. Due to this, the 
estimated amount of resources could not be materialized in 
aggregate as well as from the individual sources. All the 
efforts failed to diminish the relevance of deficit financing, 
external assistance and Public loans in financing the 
planned projects. The estimated amount of balance from 
current revenues was Rs. 350 crores while the actual 
balance was negative. Exhibiting the same trend, the 
realization of financial resources from small savings was 
Rs. 100 crores less than the estimated. The additional 
taxation target accepted initially in that plan was Rs. 450 
crores, however it was realized that the target was 
inadequate and that the bulk of the gap of Rs. 440 crores 
shown in the scheme of financing was covered by way of 
additional taxation which amounted to Rs. 1052 crores 
which was considerably in excess of the initial target plus 
the gap just mentioned. 
It was the Third Five Year Plan in which planners 
explicitly stated the objective of self-reliance as the major 
goal of planning in the country, which could be achieved by 
fulfilling the objective of self sufficiency in food grain 
production, building a base for the extension of the 
industrialization process, utilizing the manpower resources 
through substantial expansion in employment opportunities 
and by reducing the disparities in income and wealth. The 
pattern of using the financial resources to realize the above 
target was the same as it was in the Second Five Year Plan. 
However the situation in the balance from current revenue 
worsened and became an unavoidable burden on the other 
sources of finance. Against the estimated surplus of Rs. 550 
crores from current revenues, the realization was in the 
form of deficit financing equal to Rs. 419 crores. The 
realization of other sources of finance on current account 
was also unsatisfactory, which increased the burden on 
additional taxation and deficit financing. 
The objectives set in the Fourth Five Year Plan was a 
synthesis of previous objectives used in the First Five Year 
Plan to Third Five Year Plan. The selection of sources of 
finance was made in such a way that it made the pattern of 
financing the Fourth Five-Year Plan distinct from the 
previous plans. The share of domestic budgetary resources 
in total resource mobilization for the public sector plan was 
raised to about 78 percent as compared to 59 percent in the 
Third Five Year Plan. However loans from the public 
including slate enterprises, borrowing from the market and 
term loans from financial institutions presented a good 
picture as a source of financing the plans as compared to 
other plans. 
The Sixth Five Year Plan moved around its traditional 
and desired goals of growth, removal of poverty, and 
achievement of self-reliance. To execute programmes set in 
the sixth Five year Plan, the Central Government of India 
approved an aggregate plan outlay of Rs. 172210 crores. In 
the Plan proposal Rs. 97500 crores was to be raised from 
the public sector outlay and the responsibility to aggregate 
the remaining amount of Rs. 747710 was given to the 
private sector. Out of the public sector outlay, Rs. 14480 
crores was to be had from current revenues, but it did not 
materialize and resulted in a shortfall of Rs. 12590 crores. 
This had been caused mainly due to a sharp rise in the Non-
Plan Expenditure partially resulting from inflationary 
pressures of the Plan. The Plan had estimated only a gap of 
Rs. 5000 crores uncovered by public sector plan. However 
the actual outlay was greater than the planned. Again the 
available resources from the current revenue balance and 
public enterprises was substantially lower than what was 
contemplated. 
The Planning Commission of India formulated the 
Seventh j-ive Year Plan with the main development strategy 
of attacking the problems of poverty, unemployment and 
regional disparities directly. The total plan outlay envisaged 
for the development strategy was Rs. 348148 crores that 
was composed of Rs. 180000 crore for the public sector and 
the remaining of Rs. 168148 for the private sector. The 
allocated fund lo public sector outlay in the Seventh Five 
Year Plan was greater than the Sixth Five Year Plan. 
Despite all the efforts made by the government, the balance 
from current revenues was negative with a shift in favour of 
indirect taxes. The mounting growth in non-plan 
expenditure particularly of interest payment, and subsidies 
left no option before the government except relying on 
market borrowing to meet the ends. 
From the above conclusion it is obvious that there has 
been a wide gap between estimated financial resources and 
its realization and the dependence over the capital receipt 
has increased. Due to this fact, the problem of mobilization 
of financial resources and its pattern became an integral 
part of plan implementation. There are a number of sources 
of financing the plan in which only few are very important 
in deciding the quantum total resource mobilization for the 
economy. 
The Fourth Chapter of the present study concentrates 
on the evaluation of the Ninth Five Year Plan in the light of 
the strategy, objectives and impact of the new economic 
policies in the context of major dimensions of state policy 
officially the Ninth Five Year plan was to start on 1^ ^ April 
of 1997 but due to the compulsions of the coalition politics 
with a change in the Government at Centre, the Government 
failed to get the approval of the plan documents before 
February 1999. The approach paper of the Planning 
Commission identified four important areas which needed 
special attention of the government and a perspective plan 
of 15 years was prepared for these areas. The four identified 
areas were i) Quality of life ii) Productive employment iii) 
Reducing regional imbalances and iv) Self reliance. 
To ensure better quality of life immediate attention 
was given to the availability of food and nutrition to the 
majority of the people. A targeted Public Distribution 
System (PDS) was developed to assure this provision of the 
government. The other aspect of quality of life that got 
attention of the planners was the health and environmental 
consequences caused by increasing population density. The 
problem was to be solved through proper urbanization 
policy, provision of safe drinking water, primary education 
and health. Due to the lack of concern of the market based 
economy towards the employment generation, the 
Government was required to intervene in the economy by 
devising such a strategy that should be in accordance with 
the needs of the economy and social infrastructure. For this, 
vocationalization of the education system is essential and in 
addition special programmes will have to be implemented to 
develop skills, enhance technological know-how and 
provide marketing channels for people engaged in 
traditional occupations. 
The public investment in the infrastructure in favour 
of less well off states was proposed lo assure the policy of 
the growth with equity. Greater focus on the agriculture 
sector of the backward areas, integration of the rural 
economy with the national economy, and an appropriate 
public intervention in region of relatively high income and 
low human indicators were the other measures taken for 
reducing regional imbalance. The objective of self-reliance 
was expected to be achieved with the help of expanding 
export base and reducing dependence on the external debt. 
To fulfill the objective of self-reliance, some measures were 
to be taken like, self-sufficiency in food grain production, 
ensuring balance of payments suslainability and avoidance 
of excessive external debt and by developing the domestic 
capacity in respect of all critical technologies needed by the 
country. 
Regarding the impact of the new economic policy in 
the context of major dimensions of state policy it has 
produced mixed results. On the one hand, there has been 
some improvement in the quality of life of the Indian 
people, on the other hand the goal of productive 
employment generation and. reduction in regional 
imbalances have not been satisfactorily realized, while the 
objectives of self-reliance have remained more or less 
unfulfilled. There has been marked improvement in literacy 
rate, life expectancy, and infant mortality rate. The life 
expectancy became 61.1 years for 1991-2000 from 54.4 
years for 1980-81. According to the census 2001, literacy 
rate increased to 65.38 percent from 13.56 percent in 1981. 
In the same way infant mortality rate reduced to 70 percent 
in 1999 from 110 percent in 1980-81. An improvement in 
the availability of Community Health Centre, Primary 
Health Centre, supply of safe drinking water, and sanitation 
facilities has been observed. The objective of self-reliance 
has been for a rude shock by the performance of the 
economy depicted by balance of payments. There has been a 
sharp increase in coverage of imports by export earnings. 
The export earnings accounted for merely 54.7 percent of 
the import bill in 1980-81. This ratio rose to 66.2 percent in 
1990-91 and increased sharply during the 1990s and became 
78.5 percent in 2001-02. As regards the self-reliance in 
food production there was a positive result, at the same time 
the objective of self-reliance as got a positive response by 
the availability of food grains. Regarding the reduction of 
regional imbalances the result has been a failure as 
aggregated by the planners over the decades. When we 
measure the extent of regional imbalances in terms of per 
capita net state domestic product, no doubt an improvement 
in the per capita Net State Domestic Product is observed by 
both type of states that is forward as well as backward but 
improvement in the per capita Net State Domestic Product 
has been higher in case of forward states as compared to 
backward stales leading towards ever increasing gap 
between states with high per capita income and states with 
low per capita income. In the field of generating productive 
employment, the objective was once again not fulfilled in 
1992-93, it was estimated that there were 17 million 
unemployed labourers in which 7 million were educated 
unemployed. This figure rose to 58 million during 1992-97 
and increased to 94 million at the end of 2002. 
The Fifth Chapter of the present study examines the 
mid term appraisal of the Ninth Five Year Plan along with 
the constraints associated with the choice of optimum 
combination of sources. The Mid-Term appraisal report 
revealed a realization of 6.1 percent of Gross Domestic 
Product growth rate during 1997-2000, against a targeted 
growth rate of 6.5 percent. This realized growth rate is 
composed of 2.7 percent growth in agriculture and allied, 
activities, 4.9 percent growth in manufacturing 8.3 percent 
in construction, 6.1 percent in trade and 14.1 percent in 
communication. There was a significant shortages in growth 
performance in agriculture, mining, quarrying and 
manufacturing. There was a negative growth of agriculture 
in the year 1997-98 and the two other sectors namely 
mining, quarrying and manufacturing performed well below 
their targets during the first three years of the plan. It was 
due to the fact that the production of the domestic crude oil 
have declined steadily in the recent years and secondly 
production of iron-ore had stagnated due to a slackening in 
the production of world steel and also due to a sharp decline 
in demand for domestic steel. 
During the first three years of Ninth Five Year Plan, 
the ratio of fiscal deficit to the Gross Domestic Product has 
been rising mainly due to increased borrowings from 
internal as well as external sources, for balancing the 
growing deficit on current accounts, and to reduce the 
growing fiscal deficit of the government there are certain 
measures which need to be taken, firstly there should be 
mobilization of more resources through taxation, user 
charges should be imposed for public services and the rising 
burden of non-plan expenditure should be controlled, 
secondly tax laws should be simplified and made easily 
comprehensive for ensuring belter compliance so as lo 
check the tax evasion. Thirdly there should be control over 
the fiscal status of the state governments, particularly the 
rising wage bill, tax evasions, and reluctance to raise 
additional resources. 
Broadly speaking there are only three types of sources 
of financing the government plan outlay. First and the most 
important is the domestic budgetary resources when this 
source fails lo cover the total expenditure, foreign 
assistance is required. If both these resources fail lo 
accommodate the planned and non planned expenditure 
deficit financing has to be used. It is well known that no 
single source can satisfy the need of a developing economy 
and hence a combination of all these sources are used to 
finance ihe government expenditure. But here it is very 
important to identify the contribution of each and every 
source of finance. The relative contribution of these sources 
depends upon a number of factors such as relative 
contribution of each in the past, nature and level of 
development of the economy and socio political frame 
work. Further the pattern of financing will have to be 
reviewed from time to lime in the light of the changed 
circumstances because there always have been constraints in 
the way of raising the optimum combination of resources. 
Since the inception of planning, taxation has been the 
main source of finance for current revenue balance and is 
increasingly used for raisina additional resources, li 
provided 10 to 15 percent of the total financial requirement 
ironically there always has been a deficit in balance for 
current revenue except in the First Five Year Plan and the 
Fifth Five Year Plan. This has happened mainly due to rapid 
growth in defence expenditure and non-plan expenditure. In 
addition almost 40 percent of the increase in Non-Plan 
Revenue Expenditure was due to the growth in pension and 
salary payment brought about by the implementation of the 
Fifth Pay Commission recommendations. The other 
component of non-plan expenditure that absorbs the largest 
resources is the interest payment. The amount of interest 
payment as a proportion of net revenue receipts rose from 
an average of a little over 30 percent during 1985-90 to an 
average of about 44 percent during 1990-95 and further to 
50 percent during 1995-2000. Another major reason for a 
severe shortfall in the Balance from current revenues (BCR) 
is the inability of the State Government to raise the 
budgetary resources through additional resources raising 
measures. 
The poor performance of the PSUs particularly in 
financial area is another reason for deterioration in the 
BCR. The inefficient and low level of capital utilization in 
this sector is mainly responsible for this. The State 
Electricity Boards (SEBs) and the Slate Road Transport 
Corporations (SRTCs) that are the two major state 
enterprises has been running on losses throughout the 
planning period. The losses of SEBs are around Rs. 1500 
crore per year and the losses of SRTCs are around Rs. 200 
crores per year. Subsidies both implicit and explicit are also 
part of reason for low return to investment in public 
enterprises. The performance of the PSUs has also been 
negatively affected by lack of managerial power and 
autonomy with the pressure of over - staffing. During 1995-
96 nearly 22 percent public sector enterprises operated in 
the capacity utilization range of 50 to 75 percent and about 
22 percent functioned below 50 percent utilization of the 
rated far below the level of optimum utilization. 
The increasing reliance of the Government on 
borrowing for financing the plan outlays produced negative 
impact on the economy in the form of interest payment and 
consequently the burden of debt. As a result of borrowings, 
the average rate of interest paid on Central Government 
borrowing rose to 11.86 percent in 1998-99 from 7.03 
percent in the eighties. Similarly interest on State 
Government borrowing rose to 12.35 percent in 1998-99 
from 6.7 percent in the early 1980s. Though the burden of 
external debt has a declining trend during the planning era 
but still the burden is not small. A high amount of financial 
resources is being spent on debt servicing. The debt 
servicing payment as a percentage of gross aid utilization 
has been steadily rising with every plan. By 1984-85 the 
total debt service as a percentage of Gross aid utilization 
was 43 percent which shows that debt servicing has been 
offsetting a large part of external assistance and as a result 
only 57 percent of the total aid was left for the purpose of 
development. 
The Chapter Sixth of the present study examines the 
General impact of the pattern of the burden of development 
on different classes of people and the economy as a whole. 
For a developing economy like India, it is very important to 
identify the class of people, which is financing the plans. In 
India though the beneficiaries are the members of well-off 
societies, the burden of the plan is borne by the least 
affluent people, over the years the incidence of indirect 
taxation which hit the common people has gone up steadily 
while the direct taxes like the income tax, gift tax, 
corporate tax have steadily declined. However after the 
taxation reforms, the ratio of direct taxes to Gross Domestic 
Product has shown significant improvement however, this 
enhancement has been outweighed by a decline in indirect 
taxes to Gross Domestic Product ratio. To promote exports, 
ail kinds of incentives are offered to export houses that 
supports the rich people and reduce the financial resources 
for plan purposes that is ultimately taken from the common 
people through different means. Inlernai debt is anolhcr 
source of financing the plan that has increasing tendency 
throughout the planning process and has benefitted the 
people of the higher strata because, at the end it generates 
income to them and shift this burden to poor people. 
It is therefore clear from the above analysis that the 
balance from current revenue failed to mobilize resources 
for the development plan. Not onl\' this with the passage of 
time the balance from current revenue became negative and 
hence became a burden on ihc Go\ernmenl and Planners. To 
meet this deficit, the planners started borrowing more and 
more from both the sources internal as well as external in 
financing the plans. Again if some amount was required it 
was fulfilled by the method of deficit financing and hence 
the Government plan outlay became heavily dependent on 
public borrowings. This heavy dependence on borrowing 
increased non-plan expenditure and little was left for the 
development purpose which was the main motive of the 
planning process and this proves our hypothesis that 
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Indequate financing is the major constraint in achieving the objectives of 
Five Year Plans. 
7.2 CONCLUSIONS 
Over the last 50 years of development strategies there has been a 
series of different approaches of financing of the developmental plan driven 
by the single paradigm of quick economic growth for generating greater 
amount of Social Welfare. 
The choice of sources of financing has always been a matter of 
concern for the Government because the sources from which the financial 
resources are to be mobilized are as much important as their volume. 
The most important task for the Government is to mobilize the total 
financial resources to match the provisions of the plan. This requires a 
suitable means or technique. There is always a problem of selection of 
sources of financing like taxes, a problem of selection of sources of 
financing like taxes, borrowing, ways and means advances facilities and 
their combination. 
The choice of particular sources for financing the plan has a close 
relationship with the pattern of distribution of the burden of development 
among the classes of people, for instance, a heavy dependence on the tax 
and non-tax receipts do not impose any burden of repayment on the 
Government and hence the Government saves a significant amount from 
unproductive expenditure like interest payment. But as the share of 
borrowings increases in the 
financing of plan, a high percentage of Gross Domestic 
Product goes for the interest payment of Gross Domestic 
Product goes for the interest payment and small amount is 
left for the downtrodden and heiice the very purpose of 
borrowing is defeated. As a matter of fact the financing of 
expenditure by borrowing tends to produce higher prices 
and other inflationary effects specially in the period of full 
employment because they increase total spending as during 
to period of full employment, any increase in government 
expenditure not offset by an equivalent decline in private 
spending for consumption or investment will be 
inflationary. Thus the country has been faced with a 
dilemma by adopting this easy technique for mobilizing 
financial resources. 
An important indicator that represents the fiscal 
position of the economy in respect of financing the plan is 
the fiscal deficit. Although it was a the Governments 
declared policy to bring down the fiscal deficit to the 
permissible 4 percent of Gross Domestic Product. However 
so far, the Government have failed to achieve this. During 
the last decade, the fiscal deficit was rising very fast and as 
a consequence the public debt and other liabilities of the 
Government of India were literally multiplying. In the year 
1990-91 the total amount of public debt and other liabilities 
of the Government of India was Rs. 3,14,560 crores while in 
the year 1999-2000 it was Rs. 9,90,260 crores. Therefore in 
a matter of just eight years, the volume of public debt and 
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other liabilities of the Government of India has more than 
doubled. As a direct result of this expansion of 
Governments total liabilities, the annual interest burden of 
the Government of India is also mounting, interest burden 
of the Government of India was in 1980-81 Rs. 3,500 
crores, in 1990-91 it was Rs. 21.500 crores and in 1999-
2000, it was Rs. 88,000 crores. 
Another important indicator is the Revenue deficit 
which is the excess of current revenues expendiiure over 
current revenue receipts. It reflects the failure of the 
Government to meet its current expenditure out of its 
current revenue. In the year 1990-91, the Revenue Deficit 
was 3.2 percent of Gross Domestic Product while it was 3.2 
percent in 2001-02. It clearly indicates that the government 
has been living beyond its means. This is due to the 
growing debt servicing burden which refers to payment of 
interest along with a portion of the principal. 
The continued high level of public borrowing also 
have an effect on the rest of the economy through the 
prevalence of high interest rates. Because of the necessity 
to finance Government deficit the Reserve Bank of India 
has to keep the level of both Cash Reserve Ratio and 
Statutory Liquidity Ratio higher as deposits in commercial 
banks, this leads to the necessity for banks to have higher 
margins on their commercial activities, thereby subjecting 
the rest of the economy to high interest rates. Moreover, 
because of the avid tendency of the Government for 
garnering resources from the financial sector including 
small savings, insurance and the like, the continued high 
fiscal level also impede financial sector reforms which are 
necessary for the economy to achieve higher level with 
increasing level of borrowings to finance activities which 
have zero or low yields, interest payment increases 
inexorably. Thus non-productive current expenditures rises 
giving rise to higher and higher revenue deficits. This leads 
to yet higher and higher borrowing levels. Because of debt 
service payments forming a higher proportion of both 
revenues and expenditures, all other activities of the 
Governments suffer since wages and salaries, interest 
payment, defence expenditures, pensions, food subsidies 
etc. are all committed expenditures with little or no 
flexibility. The main sufferer in this process is 
Governments capital expenditure in both social and 
infrastructural facilities. Judging by the steep rise in 
outstanding debt and interest payments it seems we have 
reached the limits of fiscal prudence with such borrowing 
mainly used to finance current consumption expenditures 
thereby pre-emptying resources for development, since 
servicing the country's debt claims a large share of public 
resources and since these expenditures form an essential 
component for state management, very little room is left for 
the Finance Minister to improve social and economic 
services, which are essential for fostering economic 
development. 
The Study makes the following recommendations having 
policy implications. 
Expenditure management has to improve through 
appropriate prioritization and control is important for the 
Government. The tension between containing the deficit and 
providing adequate outlays for the relevant heads makes the 
priority of curbing expenditure even more important issue 
in India than what it is in many other countries. 
The share of interest payments must be brought down 
by limiting the fiscal deficit and by retiring some of the 
existing debt. Given the size of the debt, retirement would 
achieve only a relatively small reduction in the debt burden. 
However, through the sale of seized gold and some of the 
Government lands and through disinvestments of PSUs 
shares, a sizeable amount could be raised and used for the 
retirement of debt. 
Subsidies have to be reduced mainly because the 
government cannot afford the luxury of providing wide 
ranging subsidies for production. Subsidies directly targeted 
at consumers from the vulnerable Groups should be 
developed and implemented to safe guard the Governments 
objective of income distribution. Carefully developed small 
projects that are practical and implementable, with a clear 
beginning and a fixed termination are more likely to be 
successful than nationally announced mega projects short of 
sufficient funds and subject to wide misappropriation. 
The most important fapt revealed by ihe present study 
is that the unproductive expenditure has increased and is 
still increasing in the process of development planning. 
Now the need of the hour is to curtail the unproductive 
expenditure. In addition the expenditure over defence may 
also be minimized to get the desired results. 
The process of disinvestments should be continued lo 
lessen the burden of the mounting interest payments and 
debt servicing. It will be beneficial for the economy to 
reduce the burden of the external debt and if necessary 
some burden may be borne partly by the internal debt from 
the internal assistance because the payment for the internal 
debt is paid to the nationals after amortization and not to 
the foreign country. The bureaucratic and political control 
or dependence of the PSUs should be minimized and more 
control and greater autonomy should be given to the 
managers of the respective PSUs so as to take the right 
decision at appropriate time to make the unit more efficient 
and competitive. 
Investment on agriculture sector has declined 
particularly after the economic reforms that lowers the 
growth rate of the agricultural sector than the projected. To 
get the desired result an improvement in the agriculture 
infrastructure is required. 
The Government must clarify the objectives of the 
process of privitization and seek to forge a consensus. The 
objectives must be both the strengthening of these 
enterprises to enable them to grow and to contribute to the 
restoration of the fiscal health of the country. The return from 
privatization must not be used for current expenditures. They 
should be explicitly used for retiring public debt so that the interest 
burden is progressively reduced. 
In the ultimate analysis, it may be concluded that the 
inadequacy of resources for financing the Five Year Plans has been 
the major constraint in the achievement of objectives of Five Year 
Plans throughout. Moreover, despite the fact that in the Ninth Five 
Year Plan, deficit financing was discarded and ways and means 
were adopted as a method of financing the Plan and at the same 
time 'Growth with Equity' were set as the twin objectives of the 
Plan, the hypothesis stands proved. 
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